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CIRCOR TO

CIRCOR INT

A COMMON MISSION: PROVIDE GLOBAL CUSTOMERS ENGINEERED {

PRODUCTS

AND QUAL

OPERATIOMAL EXCELLENCE. WHILE OUR PRODUCTS AND SYSTEMS f 1
OFTEN ARE| WORKING QUIETLY BEHIND THE SCENES, THEIR IMPACT ON ]

THE QUALI

\=)

)AV!: : |i

ERNATIONAL IS A DIVERSE FAMILY OF COMPANIES WITH

AND SOLUTIONS WITH DEMONSTRATED RELIABILITY, SAFETY | '
TY, BUILT ON A FOUNDATION OF MANUFACTURING AND

I'Y OF EVERYDAY LIFE IS SIGNIFICANT. THEIR DEPENDABLE h

PERFORMANCE IN THE MECHANICAL AND ELECTROMECHANICAL SYSTEMS 1
THEY SUPPORT ENABLES MODERN SOCIETY TO FUNCTION EFFECTIVELY.

G [

FROVING THE QUALIR? OF BYERVEAY WRE. ' l
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TO OUR SHAREHOLDERS:

The past year was another good one for Circor International.
|:
Revenues far 2006 were $591.7 million, an increase of 31% from $450.5 million for 2005. Net income was

$29.3 million, or $1.80 per diluted share, compared 1|;o $20.4 million, or $1.27 per diluted share, for 2005, a per
share gain of 44%. |

Fourth quarter orders totaled $171.3 million, an incrliaase of 43% over the same period in 2005. This brought the total
backlog at year-end to $286.7 million, 100% more than the end of 2005. Excluding acquisitions completed during the
year, this was an increase of 780% in our year-end ba'cklog. It provided a solid start for 2007.

Qur free cash flow was $17.5 million {defined as net cash provided by operating activities, less capital expenditures
and dividends paid), including the investment in workmg capital needed to support the strong order growth.

The acquisitions of Sagebrush Pipeline and Hale Hamﬂton during the first quarter 2006 used a combined $61 miilion
in cash and necessitated our drawing on our revolvmg credit facility, contributing to the slight increase in our net
debt to net capitalization ratio of 9% at the end of the year.

Performance by Segment ‘}
Energy Products segment 2006 revenues increased 400.’0 to $279.0 million from $199.3 million in the previous year,
due to the Sagebrush acquisition as well as an mcrease in global oil and gas project activity. The segment's operating

margin grew 330 basis points to 12.9% for the year., :
! .
Instrumentation and Thermal Ftuid Controls Products segment revenues were $312.7 million for 2006, an increase

of 24% over revenues of $251.3 million for the previlbus year, primarily due to acquisitions. Excluding acquisitions,
incoming orders rose by 6%, while year-end backlongas 19% higher than 2005. The segment'’s operating margin
decreased 230 basis points as we continued to resolve production and supply issues.

Strengthening Management

As we continued to build the capabilities we need to become a larger business, we added a great deal of strength
to our senior management teams.

On November 1, Bill Higgins was elevated to the pos tion of President.




/

> David A. Bloss Sr, Kenneth W. Smith and A. Wiltiom Higgins

Bill joined Circor in !January 2005 as E:xecutive Vice President and Chief Operating Officer to lead the Company‘s
operations and to initiate its strategy of imptementing lean operating principles. Prior to joining C|rcor he held a
variety of senior ma'nagement posmons over a span of thirteen years with Honeywell international and AlliedSignal,
advancing to Vice President and General Manager, Americas for the Honeywell Building Solutions busmess.

On March 21, Wayne F. Robbins joined the company as the new Group Vice President for the Circor Instrumentation
Technologies business. l

Wayne has had mor%e than 27 years'of experience in the fluid controls industry. Prior to joining Circor, he served

as President of the $350 million Flow Technologies Division of Precision Castparts Corp., and, befare that, as
President of DeZuriI;c, Inc., a $180 million manufacturer of industrial valves, actuators and instrumentsi. He also
spent fifteen years in senior management positions with Fisher Controls (a division of Emersen), includ'ing six years

in overseas dSSIg nments l

On June 15, Chnsto'pher R. Celtruda Jmned the company as the new Group Vice President for our Aerospace
Products business. ;
. |

Chris came to Circolr with more than 17 years of experience in aerospace and the fluid power industry: Most recently,
he had served as Grloup Vice President and Director of the $600 million Integrated Supply Chain for Héneywell

Aerospace Mechanical Components. Prior to that, he was the General Manager of Operations for a $2$0 million
!

!

In December, R:chard A. Broughton|was appointed to the newly created position of Vice President and Ch:ef

Engine Systems and Accessories business unit of Honeywell Aerospace.

Information Officer with responsibitity for Circor's global information technology infrastructure and operatlons.
H ]

Rick came to Circor: from Dunkin' Brands, Inc. where he was Director, [T Strategy and was also Vice Pre:sident,
Information Techno]ogy. Prior to thzlat, he served as Chief Information Officer of Computerworld, Inc. HF was recently
named in CIO Magazine's list of “2006 Ones to Watch.” i

These changes bunlt on several thatI were made in 2005: the appointments of John W. Cope as Group Vice President
for the Thermal FIund Controls business, Jack Kober as Vice President and Corporate Controller, and Susan M. McCuaig

as Vice President oﬁ Human Resources. '

| | i
| : |
|
:
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Acquisitions

In February, we announced the acquisition of Englanﬁ's Hale Hamilton Valves Limited and its subsidiary, Cambridge
Fluid Systems, for approximately $51 million in a cash-for-stock transaction. With annual revenues of approximately
$32 million, Hale Hamilton is a leading provider of high pressure valves and flow control equipment to the naval
defense, industrial gas, and high-technology markets. It is operating as part of our Instrumentation and Thermal Fluid

Controls segment.

In addition to supplying a wide range of components and equipment to commercial marine custemers, Hale Hamilton
enjoys a long standing relationship with the UK Ministry of Defence and important manufacturers of naval defense
platforms. Its valves can be found on most British submarines and warships as well as those of other navies. It also
sells products to the leading operaters in industrial gas markets, and its Cambridge Fluid Systems division designs and
manufactures gas and liquid delivery systems for high technalogy industries.

Also in February, we announced the acquisition of Szgebrush Pipeline Equipment Company for approximately
$12 million in cash and assumption of debt. Sagebrush, based near Tulsa, Oklahema, operates within Circor's Energy
Products segment headquartered in Oklahoma City. |

!.

Sagebrush specializes in the design, fabrication, installation and service of pipeline flow control and measurement
equipment such as launchers/receivers, valve settings, liquid metering skids, manifolds and gas and liquid
measurement meter runs. It sells directly to the end—;fuser pipeline companies and engineering, procurement and

construction companies in Narth American ail and gas markets.
. | - .
Sagebrush's 2005 revenues were approximately $25 million. Its volume nearly doubled after our acquisition, reaching

b

I
I

approximately $40 million in 2006.

Lean Manufacturing and Operational Excellence !

We continued our deployment of Lean Manufacturin”g during the year. In the first three quarters, we made great
strides in nearly all of our facilities in North America; France and China. Towards the end of the year, we launched
programs in the remainder of our major European o;ierations as well. Although we are early in a long-term journey
to transform our operating culture, we are now drivil}ﬂg Lean Manufacturing at every major facility world-wide.

Our “Operational Excellence” plan is to engage and to challenge our employees to be part of re-building our core
operating and business processes into ones that are dependable, fast, flexible and efficient.




Management's responsibility is to set high expectations and then to provide the leadership and Lean tools and

methodologies that will enable emp!cwees to achieve their objectives. We use outside Lean experts when needed,

|
primarily to teach our employees and to advise us when we tackle new areas or new projects.

Cne of our goals, as we mature our| Lean cuiture, is to develop in-house talent—pecple whao can lead successful
“Kaizen" events and become masters at initiating and managing change through cycles of learning. In' 2006, we
executed over 3 hulndred full-week|Knizen events to improve processes in both the factory and the front office.
Each of these events involved a cross-functional group of employees who worked together intensively for one week

to analyze and redf!sign a specific work process—using a disciplined and standardized approach to improve its safety,

quality, cost and cycle time by removing waste and inefficiencies.

As more and more employees parti%‘ipate in these events, they are not only improving work processes,|but are also
learning how to transform our busine”ss and be part of improvements that will cantinue to evolve indefinitely.

We are building a solid foundation for the future.
b ‘

i

2006 was a year oqgrowth and change for Circor International. As in the past, a great many fine pecple contributed
to our success for the year and to our prospects for the future, We thank you, one and all, and we Iook forward to

Looking Ahead

another rewarding year in 2007. !

Sincerely, “ .
Vel 2
David A. Bloss, Sr. ‘.(enneth W. Smith A. William Higgins ¢
Chairman Seniar Vice President President
Chief Executive Officer Chief Financiol Officer Chief Operoting Officer

. [ CIRCOR INTERNATIONAL AR 06
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> Circor devices and sub-s;"stcms ore key components of vital
oerospoce Auid control sfrstems. They help assure safety,
comfort, convenience and operational efficiencies in every
type of modern aircroft,

AEROSPACE

CIRCOR DEVICES AND SUBSYSTEMS PLAY VI]iTAL ROLES IN ENABLING VIRTUALLY EVERY MODERN

AIRCRAFT AND AEROSPACE VEHICLE TO FUNHCTION PROPERLY. THEY ARE USED IN FLUID CONTROL
SYSTEMS TO HELP ASSURE SAFETY, COMFORT, CONVENIENCE AND EASE OF CONTROL IN EVERYTHING
FROM COMMERCIAL AND MILITARY HELICOP'HI'ERS AND AIRPLANES TO SPACE ROCKETS AND MISSILES.
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The Circor Aerospace Group is one of the world's
largest suppliers of valves for aerospace, defense and
marine applications.

Qur aerospace companies design and devefop motor
operated valves, mechanical and electro-mechanical
switches, landing gear actuation components and
structures, pressure gauges, and manifold systems.
Our integrated sub-systems are found in the fuel,
potable and wastewater, hydraulics, engine bleed,
and environmental control systems on every modern
commercial and military aircraft. All our products
and systems have consistently proven their ability to

perform accuratety and reliably in extreme temperatu‘lre,
vibration, and pressure environments. 1

The Group goes to market as Loud Engineering {
and Manufacturing, Circle Seal Controls, Aerodyne
Controls and Industria.

Loud Engineering and Manufacturing adds military
helicopter and aircraft landing gear to our growing
portfolio of sub-system offerings. Loud provides
integrated systems to Boeing for the CH47 Chincok
and V22 Osprey, as well as numerous landing gear

and actuation components to the aireraft, UAV and
helicopter aftermarkets.

The Circle Seat Controls business consists of

thousands of precision valves for aircraft, weapons
systems and space exploration programs. Circle Seal
provides a catalog range of product types and develops
controls devices and sub-systems to address specific
customer needs.

Our Aerodyne Controls subsidiary is a custom designer
and manufacturer of precision pneumatic systems,
valves and control systems for medical, analytical,
military and industrial customers, as well as aerospace
markets. Aecrodyne specializes in integration of
controls technology, leveraging its engineering and
manufacturing competencies to meet especially
demanding requirements.

Industria, our French aerospace component company,
offers a wide range of solenoid operated fluid process
components and equipment for high technology
applications. It provides precision electro-mechanical
controls for Airbus commercial aircraft, Ariane rocket
launch vehicles, and automohbile racing, military
shipbuilding and aftermarket customers.
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I of pharmacological reseorch and production os well a5

The meticulous design and monufocture of Circor
instrumentation products reflect the exacting requirements

other types of precision applications.

'INSTRU!MENTATION TEC

I
|
I
I
HNOLOGIES
|

CIRCOR’ S INSTRUMENTATION PRODUCTS ARE WIDELY USED IN APPLICATIONS THAT HAVE
SIGNIFI(‘ANT IMPACTS ON OUR EVERYDAY WELL-BEING. FOR EXAMPLE, PRECISELY ENGINEERED i
MINIATUHE VALVES, FITTING:: AND SAMPLING AND CONDITIONING SYSTEMS ARE USED :
fN THE ( ONSTANT MONITORING THAT IS CRITICAL TO QUALITY IN THE DEVELOPMENT AND
PFIODUCTION OF PHARMACEUTICALS AND OTHER BIOTECHNOLOGY PRODUCTS.

.
Sampling is a critical activity in the processing and
production of many different ksnlds of flutds, and Circor
is a leader in providing high quallt\r fluid sampling and
analysis products and systems. Thmr end uses are in
many different types of industries :jaround the world,
including foods and beverages, reflping. chemical
processing, pipelines, solvents, gas distribution and
biotechnglogy. N

The Circor companies that play t'heﬂ most active role in
the analytical instrumentation market include Texas
Samplmg, Dopak, Circle Seal Controls GO Regulators,
Hoke, and Panels Plus. '

Texas Sanipling and Dopak prodt!uci.‘.s have well-
established brand recognition initlige market for
analytical sampling systems used by process
manufacturers. Their technologlcaIlly strong systems
utitize many components produced by Circor's
Instrumentation Technologies gr'oup They include new
miniature substrate devices that reduce the overall size
of the satnpling systems and i |mprc~ve the quality of
the fluid samples taken from encli-%lsers processes for

N

evaluation purposes.
i}

i i

I
Hi

:
relief and check valves have also been proven to be very

Circle Seal Controls aerospace pressure regulators and

useful in analytical instrumentation applications. |

GO Regulator caters specifically to the Analytical

Instrumentation market with vaporizing heated pressure :
regulators, standard forward and back pressure type [
regulators, and a full line of low internal volume I
diaphragm type manually and air actuated shut off |
valves. Its newest technology is its modular substrate

sampling system that provides a standardized, less I
expensive, more simplistic modular sampling system [

than conventional legacy systems. |

While widely known for its industrial products, Hoke |
has also been a key contributor to the analytical market, |
with components such as fittings, shut off and metering ;

valves, sample cylinders, and manifolds. !
‘.
Hoke's Panels Plus company is a service organization y
|

that helps end users acquire and assemble complete ]
sample handling and conditioning systems. With access :
to the full line of Circor Instrumentation components, it
is able to provide high quality turnkey systems directly ‘
to end users. "

. . TN
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> Circor devices help assure the safety, efficiency and
dependability of steam systems rhg,r heat and cool
coflege and university buildings, high-rise office
buildings, hospitals, A?unufucwring facilities and other
large-scale environments.

THERMAL FLUID CONTROLS

THERMAL FLUID CONTROL PRODUCTS MAKE|BIG DIFFERENCES IN HIGH TEMPERATURE AND
PRESSURE ENVIRONMENTS. FOR EXAMPLE, CIRCOR PRODUCTS AND SYSTEMS MAKE IT POSSIBLE
TO GENERATE, TRANSPORT, CONTROL AND DELIVER STEAM SAFELY AND EFFICIENTLY, IN
COMMERCIAL AND INDUSTRIAL HVAC AND :V\’ATER APPLICATIONS, AS WELL AS POWER PLANTS

AND MARINE ENVIRONMENTS.

Circor's Thermal Fluid Control Products include control
valves, requlators, relief valves and related systems

for commercial steam control, steam loop systems, ‘
power plant steam and water control, military and
commercial marine applications and Compressed ”
Natural Gas handling. Qur companies in the field include
Hale Hamilton, Leslie Controls, Spence Engineering,’
Cambridge Fluid Systems and RTK. :

Qur commerciai and industrial steam control product
are used in HVAC and water heating systems in colleges

o

and universities, hospitals, manufacturing facilities a
district heating systems. ‘

In energy related environments, our steam and fluid
control products are used in power plants and offshore
oil platforms—for applications that include feedwater,
control, recirculation systems, turbine bypasses,

soot biowers, and approved safety shut off and fire
safety valves.

Circor products for marine applications cover the entire
range of fluid control service. They include motor
operated butterfly and rotary valves, mechanical and
electrical requlatars, relief valves, solenoid valves,

steam control and regutation, manifold systems and
sub-systems. 4

Our products can be found in launching catapults on
aircraft carriers and on destroyers, for fuel and lube oil
temperature and pressure control and seawater fuel
compensating systems. Hale Hamilton's Autocharge is
an automatic system used on the British Royal Navy's
surface vessels for filling breathing-air and diving air
bottles to gquarantee quantity and quality levels—

a critical safety matter.

Along with our many marine products, we provide
design and support services to meet the rigorous
demands imposed by the severe operating conditions
and maintainability requirements that are the rule for
commercial and military vessels.

As markets for alternative fuel vehicles continue to
grow, the demand and availability of Compressed
Natural Gas is also growing in many countries around
the world. Through Hale Hamilton, Circor is providing
equipment needed to dispense CNG in filling stations
for buses i Beijing, and in public filing stations in Italy,
for example.
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> .f\l atural gos requires careful handling as it travels from
its sources to end users, Circor volves ond other products
play eritical rofes all alang the way, from weltheod

F hockups to distribution networks and facilities.

‘ .
ENERGY PRODUCT" ARE HARD AT WORK AROUND THE WORLD, FUNCTIONING

DEPENDABLY lN HIGH PRES{SiIJRE PIPELINES AND OTHER SYSTEMS IN ENVIRONMENTS THAT
RANGE l ROM BURNING DESERTS TO THE ICE-BOUND ARCTIC. THEY ARE USED TO CONTROL

FLOW, MANAGE STORAGE AND ASSURE SAFE AND EFFICIENT DELIVERY OF GAS, OIL AND

OTHER E NERGY RESOURCES.

' |
P
Ly
i
b

. i
‘

Circor supplies an extraordinarilyr wide range of devices
for oil angl gas applications that Lem!tend from exploration
through dl‘istribut‘ion—from land iFJased well hookups

to the mast complex off-shore platforms in the world.
Energy is,‘our largest market.

Circor is & global leader in the désiqn, manufacturing
and supply of fluid control devicés to the energy
industry. i'hey inélude off the shélf and highly
specializéd custom devices that r!ar ge from simple on/
off valvesi"to complex assembiies for metering

and separ:ation. :

v

. s |
They include batl valves, control valves, regulators

and controllers, safety relief valves; pipeline metering
systems and many other products that are used
upstream‘m oil and gas expioratlon production and
transmlssllon, and downstream in rcfining, petrochemical
and powelr genergtion applications:and in transmission
and distribution to end users. They;are at work in
virtually every major oil and gas fi ’r'eid throughout the
United States, Canada the Gulf oflMexmo South
America, ihe North Sea, Europe, Af ica, the Middle East
and Asia. { E

Qur products handle great pressures, often under
extreme environmental conditions. In:addition to
perfarming vital functians tn on-shore operations,
they are also vital components in off-shore oil and gas

production environments. They are used in facilities that

range from fixed shailow water platforms to flaating
production and storage facilities, and iin off-loading
vessels and in other Liquified Natural pas processing
operations throughout the Middle East and elsewhere

in the world. ‘

Circor products also hefp power genéfation facilities in
responding to demands for efficient, ‘e;nvironmentally
friendly products. Qur rugged, leak-tight high pressure
and temperature rated control valves and equipment
help find and supply the energy needed to fuel our
glabal economies. ‘

Circor brands that are prominent in the oil and

gas production business include KF Industries and
Pibiviesse. Recent additions include Mallard Control,
Hydroseal, and Sagebrush Pipeline Equipment. Our
manufacturing plants are strategicailgf located
throughout the world, supported by éjgfobal netwark

3

t
i

of sales and service offices.
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FISCAL YEAR CHARTS 2002-2006 i
Doflars in millions, except per share information

It

]
$331 $359 $382 $451 $592

$141 $158 $163 $200 $279

T
NET REVENUES ' NET REVENUES NET REVENUES
Total Company Energy Segment Instrumentation and

Thermal Fluid Controls Segment
$190 $201 $219 $251 $313

Y 02 03 04 05 06

Y 02 03 04 05

06

Y 02 03 04 05 06

)
i

EARNINGS
per Diluted share

100 1.14 0.74 1.:%7 1.80

FREE CASH FLOW '?

18 50 22 28 18

Mol

5 06

NET (DEBT) CASH?

(36) 5 20 (2} (36)

-

&
(7]
g

50
3%
12%

6%

190
14%

DIVERSIFICATION OF END MARKETS j

|

il

4% Maritl"me

% Pharmaceutical, Medical & Analytical Instrumentation

5% Powef. Generation

12% Commercial and Military Aerospace

6% Chemical Processing
6%  HVAC
14% Process

19% Qil and Gas Distribution & Refining
31% Qil and Gas Exploration & Praduction

J

fi

* Please see the Company's Consalidsted Statements of Cash Flaws contained in the Fi;rm 10-K included in this Annual Report.

[B 2 These non-GAAP measures are provided far analysts who use such additional measurss of liquidity and Jeverage, Net {Debt) Cash is Cash and Cash equivalents plus

ll

Investments minus total debt. Free Cash Flow is Cash flow fram operating activities lets capital spending and dividends paid.
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SELECTED FINANCIAL DATA

Dollars in thousands
|

3

Years ended December 31, 2002 2003 2004 2005 2006

Net Re:venues $331,448 $359,453 $381,834 $450,5;31 $591,11

Gross ll’roﬁt 98,285 105,512 107,569 132.6|75 172,908

Operating Income 30,374 29,987 21934 33,0(|)5 47,510

Net Inqom’e 15,577 17,873 11,803 20.3?»3 29,328

Total Assets 390,734 423,863 428,418 460380 605,675

Cash alnd Cash Equivalents 38,382 58,202 58,653 31 ,1:12 28,652

Add: Irl\ve§tments 4,064 7,840 4,155 ?6 B6

Less: Total Debt 77,990 61,059 42,880 3349 64,826

Net (Debt) Cash? (35,544) 4,983 19,928 (2,293) (36,088)

Cash Fllow. from Operating Activities' 25,057 58,646 29,249 45,3:26 29,858

Less: Ciapital Spending ' 4,418 6,823 5,287 15.0|21- 9,933

Less: Dividends Paid 2,255 2,280 2,303 2,358 2,395 .
Free Cash Flow'2 . $ 18384 $ 49543 $ 21659 $27947 $ 17,530 '

1r

! Please see the Company's Consolidate 1 Statements of Cash Figws contained in the Form 10-K included in this Anaual Report. '
" IThese nop-GMP measures are provided for analysts who use such additional measures of liquidity and leverage. Net [Nebt) Cashis Cashand Ca

sh equivalents plus 1

Investments minus total debt. Free Cas[! Flow is Cash flow from operating activities less capital spending and dividends paid.
COMPARISON OF 5)YEAR CUMULATIVE TOTAL RETURN
Amang Circar!ntemutiandl, inc,, The S & P 500 Index and a Peer Group .
$250
$200 ‘
$150
$100 -
$50
Y 0 02 03 04 05 06
il
—{3— |Circor Internatiorlal, Inc. i - - SEPS00 —o— Peer Group
1 R .
$100 Invested on 12]31{01‘ in stock, index and peer group including reinvestment of dividends.
Fiscal year ended December 31,
L‘npyright‘;!ml Standard & Poor's, 3 ivis;'inn of The McGraw-Hill Companies, Inc. All rights reserved. www.researchdatagroup.com/S&Phtm
| .
|
Dollars in hundreds ‘!
| 12001 2002 2003 2004 2008 2006
Circor I;nternational, Incl '/ $100 $86.91 $132.86  $128.65 $143.3z;3 $206.62 ;
S&P 5|00 " 100 77.90 100.24 11115 116.6“I 135.03 :
Peer Grlou p' E 100 90.77 122.65 156.05 16361 202.43

| J

) T A
v *Peer group companies include: Crane Company, Flowserve Cerp., Gardner Denver Inc., {dex Corp., Moog Inc., Parker-Hannifin Corp., Robbins & Myers Inc.

|

: and Roper Industries inc.

i
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CORPORATE{NEORMA!ON

Board of Directars

David A. Bloss, Sr.
Chairman and

Chief Executive Officer

of Circor International, Inc,

Jerome D. Brady

President and Chief Executive
Officer of C&tK Components
(retired)

Chairman of Circor's
Compensation Committee

Dewain K. Cross

Senior Vice President of
Finance of Cooper Industries
(retired)

Choirman of Circor's

Audit Committee

David F. Dietz
Partner of Goodwin
Procter LLP,

Circor's Lead Director

Douglas M. Hayes
President of Hayes

Capital Corp.,

Chairman of Circor’s
Nominating and Corporate
Governance Committee

Thomas E. Naugle
President of Naugle
and Company

Executive Officers

David A. Bloss, St
Chairman and

Chief Executive Officer

|

A. William Higgin:s

Presidentand

Chief Operating Oiﬁcer
|

il
Kenneth W. Smith

. . Ll
Senior Vice President, Treasurer

and Chief Financiz| Officer

Alan ). Glass
Vice President,

John F, Kober lli
Vice President,

Corporate Controller

and Assistant Secr';etary
|

Susan M. McCuaiQ
Vice President, |

]
Human Resources,

|;
Richard A. Broughton
Vice President,
Chief Information Officer

Divisional Officers

Christopher R. Celitruda
Group Vice Presidt::nt,

Circor Aerospace F;?roducts
|

John W. Cope |

Group Vice Presidt::nt.

Thermal Fluid Controls

Paul M. Coppinge'fr
Group Vice President,

Circor Energy PrOt‘iucts

Wayne F. Robbins
. L
Group Vice Pre5|dt|:nt,
Circor Instrumentation
1

Technologies ‘i

J
|
General Counsel and Secretary

Corporate Information

Executive Offices

25 Corporate Drive

Suite 130

Burlington, MA 01803-4238

Registrar and Transfer Agent
American Stock Transfer and
Trust Company

59 Maiden Lane

New York, NY 10038
1.800.937.5449

{Shareholder Relations)

Counsel

Goodwin Procter LLP
Exchange Place
Boston, MA 02109

2006 Auditors
KPMG LLP

99 High St.
Boston, MA 02110

2007 Auditors
Grant Thornton LLP
226 Causeway St.
Boston, MA Q2114

Annual Meeting

Wednesday, May 2, 2007

at 1:00 p.m. local time at the
offices of the Company's subsidiary
Circle Seal Controls

2301 Wardlow Circle

Corona, CA 92880

Stock Listing
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Item 1. Business ! ' : £
b

This ammal report on Form 10-K {heremafter, the “Annual Report ?) contams certain statements that are
“forward- Iookmg sratemelnrs as that term is defined under the Private Securities Lat:gat:on Reform Act
of 1995 (the “Act ") and releases issued by the Securities and Exchange Commission. The words “may,”
“bope,™ “should ” “expect ? “plan,” “anticipate,” “intend,” “believe,” “estimate,” “predict,”
“botential,” “continue,” and other expressions which are predictions of or indicate future events and
trends and which do not relate to historical matters, 1dentzfy forward-looking statements. We believe that
it is important to cémmuﬁzic:éte our future expéctations to our stockbolders, and we, therefore, make
forward-looking statements in reliance upon the safe harbor provisions of the Act. However, there may
be events in the future tbaft we are not able to accurately predict or control, and our actual results may
differ materially from the\expectations we describe in.our forward-looking statements. Forward-looking
statements involve known and unknown risks, uncertainties and other factors, which may cause our
actual results, performance or achievements to differ materially from anticipated future results,
performance or achievements expressed or implied by such forward-looking statemients. Factors that
could cause or contribute'to such differences include, but are not limited to, the cyclicality and highly
competitive nature of some of our end markets which can affect the overall demand for and pricing of
our products, changes in the price of and demand for oil and gas in both domestic and international
markets, variability of raw material and component pricing, changes in our suppliers’ performance,
fluctuations. in foreign currency exchange rates, our ability to continue operating our manufacturing
facilities at efficient levels including our ability to continue to reduce costs, our ability to generate
increased cash by reducing our inventories, our prevention of the accumulation of excess inventory, our
ability to successfully implement our acquisition strategy, increasing interest rates, our ability to continue
to successfully defend pro'duct liability actions, as well as the uncertain continuing impact on economic
and financial conditions in the United States and around the world as a result of terrorist attacks, current
Middle Eastern tensions and related matters. We advise you to read furtber about certain of these and
other risk factors set forth in Part 1, Item 1A, “Risk Factors” of this Annual Report We undeértake no
obligation to publicly update or revise any forward-looking statement, whether as a result of new

mformatzon, future events or otherwise.
o

Available Information |

We file reports on Form iO-Q with the Securities and Exchange Commission (“SEC”} on a quarterly
basis, additional reports 6n Form 8-K from time to time and a Definitive Proxy Statement and an annual
report on Form 10-K on an annual basis. These and other reports filed by us, or furnished by us; to the
SEC in accordance with section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, are
available frée of charge fr‘om the SEC on its website at http://www.sec.gov. Additionally, our Form 10-Q,
Form 8-K and Form 10-K reports are available without charge, as soon as reasonably practicable after’
they have been filed with 'the SEC, from our website at www.circor.com by using the “investors”
hypcrlmk The mformation on our website is not part of, or incorporated by reference, in this Annual
Report. | oo ' - !




Our History

We were established by our former parent, Watts Water Technologies, Inc., formerly known ag Watts
Industries, Inc. (“Watts”), to continue to operate the formcr industrial, oil and gas businesses of Watts.
On October 18, 1999, Watts distributed all of our outstandmg common stock to Watts shareholders of
record as of October 6, 1999 in a tax-free distribution. As a result, information related to historical
activities of our business units also includes time periods when such units constituted the former
industrial, oil and gas businesses of Watts. As used in this report, the terms “we,
“CIRCOR” mean CIRCOR International, Inc. and its subsidiaries (unless the context indicates another
meaning). The term “common stock” means our comraon stock, par value $0.01 per share.

» G

us,” “our,” and
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Our Business

We design, manufacture and distribute a broad array of valves and related fluid control products and %
services to a variety of end-markets for use in a wide range of applications to optimize the efficiency
and/or ensure the safety of fluid-control systems.. We have a global presence and operate 18 significant
manufacturing facilities that are located in the United States, Canada, Western Europe and the People’s .
Republic of China. We have two major product groups: Instrumentation and Thermal Fluid Controls
Products and Energy Products. As of December 31, 2006, our products were sold through more than
1,900 distributors and we serviced more than 11,000 customers in over 98 countries around the world.
Within our major product groups, we have used both internal product development and strategic
acquisitions to assemble an array of fluid-control products and technologies that enable us to fulfill our:
customers’ unique fluid-control application needs.

Instrumentation and Thermal Fluid Controls Products Group—The Instrumentation and Thermal Fluid
Controls Products Group designs, manufactures and distributes valves, fittings and controls for diverse
end-uses, including instrumentation, aerospace, cryogenic and steam applications. Sclected products
include precision valves, compression tube fittings, control valves, relief valves, butterfly valves, solenoid .
valves, couplers, regulators, switches, strainers, samplers and aerospace landing gear. The
Instrumentation and Thermal Fluid Controls Products Group consists primarily of the following product
brand names: Aerodyne Controls; Circle Seal Controls; Loud Engineering; Industria; Hale Hamilton;
Leslie Controls; Nicholson Steam Trap; GO Regulator; Hoke; Spence Engineering; Atkomatic Valve;
CPC-Cryolab; RTK; Rockwood Swendeman; Spence Strainers; Dopak Sampling Systems, Texas
Sampling, Tomco Quick Couplers and U.S. Para Plate. .

The Instrumentation and Thermal Fluid Controls Products Group accounted for $312.7 million, or 53%,
of our net revenues for the year ended December-31, 2006. ' '

We have had a long:standing presence in the steam application markets, starting with our 1984  +
acquisition of Spence Engineering Company, Inc. {(“Spence Engineering” or “Spence”) and our 1989
acquisitions of Leslie Controls, Inc. (“Leslie Controls”) and Nicholson Steam Trap, Inc. {“Nicholson
Steam Trap”). In January 1999, we acquired SSI Equipment Inc. which added a wide variety of strainers
{(now operated under the Spence Strainers name) to expand our industrial products line. In June 2001, we
acquired Regeltechnik Kornwestheim GmbH and certain of its affiliates (“RTK”) and Société Alsacienne
Regulaves Thermiques von Rohr, S.A. {(“SART”). In December 2006 we sold SART to existing
management. In February 2006 we acquired Hale Hamilton Valves Limited (“Hale Hamilton”). We

2
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believe that we have a vcry strong franchise in steam valve products. Both Leslie Controls and Nlcholson
Steam Trap have been in the steam pressure reduction and control business for over 100 years. Spence

Engineering has also been!in these businesses for nearly 80 years. Hale Hamilton is‘a leading provider of .

high pressure vaives and flow control equipment to the naval defense, industrial gas and high technplogy
industrial markets. Due 0 the reputation of each of these businesses for reliability and quality, customers
often specifically request our products by brand name. Qur stcam valve products are used in: municipal
and institutional steam heating and air-conditioning applications; power plants; industrial and food
processing; and c0mmerci|al and military maritime applications.

Commencing with the 1990 acquisition of Circle Seal Controls, Inc. (“Circle Seal”)‘, a manufacturer of
miniature instrumentation valves, we have acquired fourteen businesses that serve the instrumentation
and aerospace fluid contrlol markets. These acquisitions included Aerodyne Contro!s (“Aerodyne”} in
December 1997, Atkomatic Valve (“Atkomatic”} in April 1998, Hoke, Inc. (“Hoke”) in July 1998, GO
chulator in April 1599 'Tomco Products, Inc. {“Tomco”) and U.S. Para Plate Corporation (“U.S. Para
Plate”) in October 2002, DQS International (“DQS$”)'in November 2003, Texas Samplmg, Inc. (“TSI”)
in Dcr.cmbcr 2003, Loud: Engmecnng & Manufacturing (“Loud”) in January 2005 and Industria S.A.
(“Industria”) in October 2005. Aerodyne manufactures high-precision valve components for the medical,
analytical, mlhtary and aerospace markets. Aerodyne also provides advanced technologtes and control
systems capablhtles to othcr companies in the Instrumentation and Thermal Fluid Controls Products .
Group. The, Atkomatic, product line consists of heavy-duty process solenoid valves that automate the
regulation and sequencing of liquid levels or volume flow. The GO Regulator products include a
complete line of spccializéd.cylinder valves, customized valves arid pneumatic pressure regulators for
instrumentation, analytical and process applications. The Tomco brand is a full line of quick connect and
disconnect couplers for gcneral—purposc industrial appllcatrons and more sophisticated instrumentation _
markets. The U.S. Para Plale products involve high-pressure valves and regulators for aerospace and
military applications. DQS and TSI manufacture and sell analytical sampling products. Loud-is.a
designer and manufacturer of landing gear systems and related compoﬁents for military helicopters and
jet aircraft, and Industria produces solenord valves and components for commercial and mrlrtary
applluanons T - Y :

. o . ' . ‘

We signiﬁcantly expanded the breadth of our.instrumentation fluid control product lines with the -
acquisition of Hoke in- July'1998. Our largest acquisition to date, Hoke provided us with a leading line
of Gyrolok® compression tube fittings, as well.as instrumentation ball valves, plug valves, manifolds, .
metering valves and needlc valves. Circle Seal and Hoke serve several common markets and we cross-,

market rhelr products through their respective distribution channels. We believe that our ability o
provide various mstrumcntatlon :markets with complete fluid control solutions is enhanced by the
combined product line offcrmgs of Circle Seal, Hoke, GO Regulator, Tomco, Dopak Sampling, and TSI

With the acqmsmon of the Cryolab product lme in 1995, we enrcred thc cryogeruc sector of the valve
market, further enhancmg our position in the i mstrumcntatlon and thermal fluid controls valve business.
Since then we have added Lonsolldated Precision Corporation {“CPC”) in 1996 and the Rockwood
Swendeman product linelin 2000 which collectively gave us a broader array of valve products for
demandmg cryogenic apphcatlons and enabled us to expand our presence in the industrial gas markets.




Energy Products Group—The Energy Products Group designs, manufactures and distributes flanged-end
and threaded-end floating and trunnidn ball valves, needle valves, check valves, butterfly valves, large
forged steel ball valves, gate valves, control valves, relief valves, pressure regulators, pipeline
measurement and pipeline closures for use in ‘oil, gas and chemical processing and industrial applications.
We believe that our Eriergy Products Group is one of the leading producers of ball valves for the oil and
natural gas markets worldwide. The Energy Products Group consists primarily of the following product
brand names: KF; Contromatics; Pibiviesse; Mallard Control, Hydroseal, and Sagebrush.

+

The Energy Products Group accounted for $279.0 million, or 47%, of our net revenues for the year
ended December 31, 2006. - ' ‘

We entered the energy products market in 1978 with the formation by Watts of the industrial products
division and our development of a floating ball valve for industrial and chemical processing applications.
With the acquisitioﬁ of KF Industries, Inc. (“KF Industries”) in July 1988, we expanded our product
offerings to include floating and trunnion-supported ball valves and needle valves, KF Industries gave us
entry into the oil and gas transmission, distribution and exploration markets. In 1989, we acquired Eagle
Check Valve, which added check valves to our product line. Pibiviesse Stl (“Pibiviesse™), based in
Nerviano, Italy, was acquired in November 1994. Pibiviesse manufactures forged steel ball valves for the
petrochemical market, including a complete range of trunnion-mounted ball valves. Pibiviesse’s
manufacturing capabilities include valve sizes up through 60 inches in diameter, including very high
pressure ratings to meet demanding international oil and gas pipeline and production requirements. In
March 1998, we acquired and added Telford Valve and Specialties, Inc. (now referred to as “KF
Canada”) to KF Industries. KF Canada had been one of KF Industries’ largest distributors. With this
acquisition KF Industries increased its presence in Canada, and introduced KF Canada’s products {check
valves and specialty gate valves) through its worldwide representative network. KF Canada also has
assumed the Canadian sales activities for other of our Energy Products Group companies to strengthen
our overall sales presence in Canada. -

During 1999, we consolidated the industrial products division of Watts under the KF Contromatics name
into KF Industries in Oklahoma City, Oklahoma. These industrial products consist of carbon steel and
stainless steel ball valves, butterfly valves and pneumatic actuators that are used in a variety of industrial,
pulp, paper and chemical processing applications. In April 2004, we acquired Mallard Control Company
and its wholly-owned subsidiary, Hydroseal, {“Mallard”) which produces control valves, relief valves,
pressure regulators, and other related products primarily for oil and gas production and processing and
other petrochemical applications. During 2005, we merged the operations of Mallard and Hydroseal into
KF Industries’ Oklahoma City facility and renamed the resulting entity Circor Energy Products Inc.
(“CEP”). As a result, CEP now manufacturers and sells products under the KF Industries, Mallard
Control, Hydroseal Valve and Contromatics names. In May 2005, we acquired the 40% interest that we
did not own in our Chinese joint venture, Suzhou KF Valve Company, Ltd. (“SKVC™), located in
Suzhou, People’s Republic of China. SKVC was originally formed as a joint venture with us in 1995 and:
manufactures two-inch through twenty-four-inch carbon and stainless steel ball valves. We sell products
manufactured by SKVC to customers worldwide for oil and gas applications. In February 2006, we
acquired Sagebrush Pipeline Equipment Company (“Sagebrush”) which provides pipeline flow control
and measurement equipment to the North American oil and gas markets.




Industry |

Oil and Gas and Petrochémical Markets. The oil and gas and petrochemical markets include domestic
and international oil and gas exploration and production, distribution, refining, pipeline construction
and maintenance, chemic:al processing and general industrial applications.

| :
Process and Power Markelzts The process and power markets use valves to control steam and other fluids
for a variety of apphcatlon_., including: heating facilities; production of hot water a‘nd electricity; freeze -
protection of external plpmg, cleaning by laundries; food processing and cooking; and heat transfer

applications using steam or hot water in industrial processes.

HVAC and Maritime Markets. The HVAC market utilizes valves and control systems, primarily in
steam-related commercnal and institutional heating applications. Steam control products also are used in
the maritime market, Wthh includes the U.S. Navy and commercial shipping. !

'

Aerospace Markets. The clommerc:lal and military aerospace markets we serve include valve and
component applications and landing systems used on military combat and transport aircraft, helicopters,
missiles, tracked vehicles and ships. Our products also are used on commercial, commuter and business
aircraft, space launch vehlcles, space shuttles and satclhtes. Qur products also are sold into the support
mfrastructm}’e‘for these markets, with such apphcatlons as ground support maintenance equipment. We
supply products used in hydraulic, fuel, water, and air systems.

Pharmaceutical, Medical oy Analytical Instrumentation Markets. The pharmaceutical industry uses our
products in research and development, analytical instrumentation and process measurement applications.
We also market our products to original equipment manufacturers of surglcal and medical instruments.
Represcntatwe applications include: surglcal and medical mstrumcnts, orthopedlc dewces and surgical
supplies; diagnostic reagents; elcctro medical equipment; x-ray equipment; and dental equ1pment

|
!

Our Business Objectives a'm:l Strategies ! ) i

We are focuscd on prowdmg solutions for our customers’ ﬂuxd control requirements through a broad
base of products and services. We have begun to transform our worldwide operations and culture
through the development'of lean manufacturing techniques. We believe many of our product lines have
leading posmons in their niche markets. Our objective is to énhance shareholder value through profitable
growth of our diversified; multi-national, fluid control company. In order to achieve this objective, our

key stratcgles ‘are to:

v

Continue to build market posmons and improve operational pcrformance to customers;
Improve the pr()fltablllty of our business;

Expand. into var;ous fluid control industries and markets and capitalize on integration
opportunitics; I , ‘

Increasé product off:-ring5° and

Expand our geographlc coverage. : .

!
!
|
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Overall, our growth strategies are expected to continue increasing our market positions, building our
product offerings, enhancing marketing and distribution channels and providing additional opportunities

to realize integration cost savings. .

Products

The fo!lowmg tablc lists the principal products and markets served by cach of the busmesscs within our
two product groups. Within the majority of our product lines, we believe that we have competitively
broad product offerings in terms of distinct designs, sizes and configurations of our valves and related

products.

Product Families

Principal Products

Instrumentation and Thermal Fluid Controls Products Group - -

Aerodyne Controls

Circle Seal Controls

CPC-Cryolab and
Rockwood
Swendeman

Dopak and Texas
Sampling Systems

GO Regulator
Hale Hamilton
Hoke
Industria
Leslie Controls

Loud Engineering

Pneumatic manifold switches; mercury-
free motion switches; pneumatic
valves, control assemblies

Motor- operated valves; check vaives'
relief valves; pneumatic valves; auges;
'solenoid valves; regulators

Cryogenic control and safety relief
valves; valve assemblies

Sampling systems for lquldS liquefied
gas, and gases.

Pressure reducing regulators;
specialized cylinder manifolds; high

pressure regulators; pneumatic

pressure regulatorsv diaphragm valves

Stop valves; relief valves; pressure
regulators; reducing stations; filling
systems

Comprcssio;l tube fittings; instrument
ball and needle valves; ¢ylinders;
cylinder valves; actuators; modular
analyzer systems

Solenoid valves and components

Steam and water regulators; steam
control valves; electric actuated shut-
off valves; steam water heaters

Landing gear systems; struts;
solenoids; actuators

Primary Miarkets Served

Aecrospace; medical instrumentation;
military; automotive

General industrial; power
generation; medical; .
pharmaceutical; derospace; military;
natural gas vehicles -

Liquefied industrial gases; othcr
high purity processing

Chemical; petrochemical;
pharmaceutical; biotech; and food
and beverage industries

Analytical instrumentation;
chemical processing;
semiconductors

Maritime and naval dcfense, ‘
industrial gas; high tcchnology
industrial

General industrial; analytical
instrumentation; compressed
natural gas; natural gas vehicles;
chemical processing;
semiconductors

P

Aerospace; commercial and military

HVAC; maritime; general industrial
and power; chemical processing

Aerospace; military
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Product Families Principal Products Primary Markets Served
. | . .
Instrumentation and Thermal Fluid Controls Products Group - {Continued) .
Nicholson Steam Trap Steam traps; condensate pumps; . HVAG; general industrial; industrial ‘
i { unions processing
RTK ‘ i Control valves; regulators; actuators;  HVAC; industrial; food and .
| ©on " and related instrumentation products  beverage; pharmaceutical ‘
Spence Engineering ! Safety and relief valves; pilot ' HVAC; general industrial ;
' . operated and direct steam regulators;
R steam control valves
- . N . . ) . ! - -
Spence Strainers : Specialty strainers; check valves; General mdus'trlal; chemical
| butterfly valves; connectors processing; refining; power; and :.
| HVAC
Tomco ' Pneumatic and hydraulic quick General industrial and
-couplers and safety relief valves instrumentation
U.S. Iara Plate | I-hgh pressure valves and regulators Aerospa;e; military; industrial wash !
C T i systems
Energy Products Group | o
Contromatics | Threaded-end and flanged-end Oil and gas; refining; general
] floating ball valves; butterfly valves;  industrial; chemical processing
A | pneumatic and electric actuators _ , o,
KF Industries i ‘Threaded-end and flanged-end Oil and gas exploration;
. ' floating ball valves; actuators; , - production; refining and . :
© pipeline closures; trunnion supported  transmission; maritime; chcm’ical“
; [ ball valves; needle valves; check . processing .
X . valves, Mud valves; and gate valves '
Hydroseal ] Relief valves ‘ " Oil and gas production and ;
' : processing and other industrial ‘
applicarions
Mallard Control . Control valves; pressure regulators; Oil and gas production and '
| and other related products . processing and other industrial L
l applications
Pibiviesse | f Forged steel ball valves ) Oil and gas exploration;
X production; refining and
i transrmission
Sagebrush |  Pipeline flow control and Qil and gas production; refining

-

measlrement systems and transmission

!




Sales and Distribution . "

We sell our products to distributors and end-users primarily through commissioned representatives and
through our direct sales forces. Our representative networks offer technically trained sales forces with
strong relationships to key markets on a variable cost (commission) basis to us.

We belicve that our multifaceted and well established sales and distribution channels constitute a
competitive strength, providing access to our markets. We believe that we have good retationships with
our representatives and distributors and we continue to implement marketing programs to enhance these
relationships. Ongoing distribution-enhancement programs include shortening shelf stock delivery,
reducing assemble-to-order lead times, introducing new products, and offering competitive pricing,
technical training and literarure. '

Manufacturing

We have integrated and highly automated manufacturing capabnlltlcs mcludmg machining operations,
assembly and tcstmg We also purchase machined components and finished yalves to supplement our
internal manufacturing capacity and to lower our overall cost of less sophisticated valve products. Our
machining operations feature computer-controlled machine tools, high-speed chucking machines and
automatic screw machines for machining brass, iron, steel and aluminum components. We believe that
our diverse manufacturing capabilitics are essential in the valve industry in order to control product
quality, to be responsive to customers’ custom design requirements and to ensure timely delivery. Product
quality and performance are a priority for our customers, especially since many of our product
applications involve caustic or volatile chemicals and, in many cases, involve processes that are used in
the precise control of fluids. In order to further improve our profitability and increase working capital
turns, we continued our implementation of lean manufacturing techniques, expanding to most of our
manufacturing locations and we have also continued to further expand our foreign sourcing programs.

We are committed to maintaining our manufacturing equipment at a level consistent with current
technology in order to maintain high levels of quality and manufacturing efficiencies. As part of this
commitment, we have spent a total of $10.0 million, $15.0 million, and $5.3 million on capital
expenditures for the years ended December 31, 2006, 2005, and 2004, respectively. Depreciation
expense for these periods was $11.2 million, $9.8 million, and $9.7 million, respectively.

We believe that our current facilities will meet our near-term production requirements without the need
for additional facilities. '

Quality Control

The majority of our products require the approval of and have been,approved by applicable industry
standards agencies in the United States and European markets. We have consistently advocated the
development and enforcement of performance and safety standards, and continually update our
procedures as part of our commitment to meet these standards. We maintain quality control and testing
procedures at each of our manufacturing facilities in order to produce products in compliance with these
standards. Additionally, most of our major manufacturing subsidiaries in the Instrumentation and
‘Thermal Fluid Controls Products Group have acquired ISO 9000 or 3001 certification from the
International Organization for Standardization and those in the Energy Products Group have acquired
American Petroleum Institute certification.




|

Our products are designed, manufactured and tested to meet the requirements of various government or
industry regulatory bodics as well as the quality control systems of certain customers. The primary
industry standards that certain of our Instrumentation and Thermal Fluid Controls Products must meet
include standards promul,]gatcd by: Underwriters’ Laboratory; American National Standards Institute;
American Society of Mecﬁam'cal Engineers; U.S. Military; Federal Aviation Administration; Society of
Automotive Engineers; Bocmg Basic and Advanced Management System; Aerospace Quality Assurance
System; the American Ga§ Association; the Department of Transportation; and European Pressure
Equipment Directive and Technical Inspection Association. The primary industry standards required to
be met by, and applicable;to; our Energy Products include: American National Standards Institute;
American chiéty of Mecl?anical Engineers; American Petroleum Institute and Factory Mutual.

! . I.: .. . - '

Product Development |

]

We continu;: to develop n?ew and innovative products to enhance our market positions. Qur product
development capabilities im:ludc the ability to design and manufacture custom applications to meet high
tolerance or close prec151on requirements. For example, KF Industries has fire-safe testing capabilitics,
Circle Seal has the ablllty[to meet the testing specifications of the acrospace industry and Pibiviesse can
mect the tolerance requiréments of sub-sea and cryogenic environments. These testing and manufacturing
capabilities have enabled us to develop customer-specified applications, unique characteristics of which
have been subsequently utilized in broader product offerings. Our research and development v
expenditures for the years’ ended December 31, 2006, 2005, and 2004, were $3.2 million, $1.9, million,
and $1.6 million, respectwely . . . '

I - ¢
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Raw Materials : . ‘

The raw materials used n;ost often in our production processes are stainless steel, carbon steel,
aluminum, bronze, and brass. Thése materials are subject to price fluctuations that may adversely affect
our results of opcrations.!We purchase these materials from numerous suppliers and have recently
experienced constraints on the supply of certain raw material as well as the inability of certain suppliers
to respond to our increasing needs. Historically, increases in the prices of raw materials have been
partially offsqt by increased sales prices, active materials management, project engineering programs and

the diversity of materials used in our production processes.

Y
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Competition b
The domcstlic and international markets for our products are highly competitive. Some of our
competitors have substantlally greater financial, marketing, personnel and other resources than us, We
consider product quahty, performance, price, distribution capabilities and breadth of product offerings to
be the primary competitive factors in these markets. We believe that new product development and
product engineering are also important to our success and that our position in the 'industry is
attributable, in significan;t part, to our ability to develop innovative products quickly, and to adapt and
enhance existing productf;to specific customer applications. - g

'
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The primary compentors of our Instrumentation and Thermal Fluid Controls Products Group include:
Swagelok Company; Parker Hannifin Corporation; Samson AG; Spirax-Sarco Engineering plc;
Masonneilan {a division _of Dresser, Inc.); Flowseal (a division of Crane Co.); Fisher (a division of
Emerson Electric Compa;ny); ASCO; and Tescom (a division of Emerson Electric Company).

I
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The primary competitors of our Energy Products Group include: Cameron; Apollo (a unit of Conbraco
Industries, Inc.); Jamesbury, Inc. (a'unit of Metso USA which is part of the Metso Corporation); Balon;
Worcester Controls Corp. (a unit of Flowserve); Crane Co.; Velan Valve Corporation; and Kitz:
Corporation. '

Trademarks and Patents ) : )

. . . ' R
We own patents that are scheduled to expire between-2007 and 2024 and trademarks that can be
renewed as long as we continue to use them. We do not believe the vitality and competitiveness of either
of our business segments as a whole depends on any one or more patents or trademarks. We own certain
licenses such as software licenses, but we also do not believe that our business as a whole depends on any
one or more licenses.

Customers, Cyclicality and Seasonality . .

For the year ended December 31, 2006, no single ‘customer accounted for more than 10% of revenues for
either the Instrumentation and Thermal Fluid Controls Products Group or the Energy Products Group.

We have experienced and expect to continue to experience fluctuations in revenues and operating results
due to economic and business cycles. Our businesses, particularly the Energy Products Group, are ‘
cyclical in nature as the worldwide demand for oil and gas fluctuates. When the worldwide demand for
oil and gas is depressed, the demand for our products used in those markets declines. Future changes in -
demand for petrochemical products could have a material adverse effect on our business, financial
condition or results of operations. Similarly, although not to the same extent as the oil and gas markets,
the aerospace, military and maritime markets have historically experienced cyclical fluctuations in
demand that could also have a material adverse effect on our business, financial condition ot results of
operations.

Backlog

Our total order backlog was $300.0 million as of February 10, 2007, compared to $190.9 million as of .
February 10, 2006. We expect all but $3.8 million of the backlog at February 10, 2007 will be shipped
by December 31, 2007. The change in our backlog was primarily due to increased orders for major
international oil and gas projects and the acquisitions of Sagebrush and Hale Hamilton in February
2006. : ' '

Employees - B _ _ ‘

As of December 31, 2006, our worldwide operations directly employed approximately 2,800 people. We:
have 75 employees in the United States who are covered by a single collective bargaining agrecment. We
also have 159 employces in Italy, 115 in France, 41 in the Netherlands and 20 in Germany, covered by
governmental regulations or workers’ councils. We believe that our employee relations are good at this
time. L ) '
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Segment and Geographic Financial Data ey

Financial information by!scgmcnt and geographic area is incorporated herein by reference to Part II,
Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and

Note 17 in the notes to consolidated financial statements included in this report. o

’ - C ' . ' i
Government Regulation Regarding the Environment

As a result of our manuf::act'uring and assembly operations, dur businesses are subjéc;t to fcdcrai state,
local and foreign laws, as well as other legal requirements relatmg to the generation, storage, transport '
and disposal of materials. These laws include, without limitation, the Resource Conservation and
Recovery Act, the Clean 'A1r Act, the Clean Water Act and the Comprehensive Environmental Response

and (Jompcnsanon and Llablhty Act,

4
|

i
We currcntly do not anticipate any materially adverse impact on our business, financial condition or

results of operations as a result of our compliance with federal, state, local and foreign environmental.
laws. However, risk of cnwrcmmcntal liability and charges associated with maintaining compliance with .
environmental laws is mhcrent in the nature of our manufacturing operations and there is no assurance
that material habllmcs olr charges could not arise. During the year ended December 31, 2006, we
capitalized apprommately $0.3 million related to environmental and safety control facilities and we also
incurred and expensed an additional $0.6 million related to env:ronmental and safety control facilities.
We also expect to capltahz.c $1.0 million related to environmental and safety control facilities during the
year ending December 31, 2007 and also expect to incur and expense charges of approximately $0.6
mllllon related to env1ronrnental and safety control facilities during the year ending December 31, 2007.
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Item 1A. Risk Factors

Certain Risk Factors That May Affect Future Results ' .

Set forth below are certain risk factors that we believe are material to our stockholders. If any of the
following risks occur, our business, financial condition, results of operations, and reputation could be
harmed. You should also consider these risk factors when you read “forward-looking statements”
elsewhere in this report. You can identify forward-looking statements by terms such as “may,” “hope,”
“should,” “expect,” “plan,” “anticipate,” “intend,” “believe,” “estimate,” “predict,” “potential,” or
“continue,” the negative of those terms or other comparable terminology. Those forward-looking
statements are only predictions and can be adversely affected if any of the following risks occur:

Some of our end-markets are cyclical, which may cause us to experience fluctuations in revenues or
operating results. .

We have experienced, and expect to continue to experience, fluctuations in revenues and operating
results due to economic and business cycles. We sell our products principally to oil, gas, petrochemical,
process, power, aerospace, military, heatirig, ventilation and air conditioning (“HVAC”), maritime,
pharmaceutical, and medical and instrumentation markets. Although we serve a vatiety of markets to
avoid a dependency on any one, a significant downturn in any one of these markets could cause a
material reduction in our revenues that could be difficult to offset.

In particular, our petrochemical business is cyclical in nature as the worldwide demand for oil and gas
fluctuates. When worldwide demand for oil and gas is depressed, the demand for our products used in -
maintenance and repair of existing oil and gas applications, as well as exploration or new oil and gas
project applications, is reduced. As a result, we historically have generated lower revenues and profits in
periods of declining demand for petrochemical products. Therefore, results of operations for any
particular period are not necessarily indicative of the results of operations for any future period. Future
downturns in demand for petrochemical products could have a material adverse effect on our business,
financial condition or results of operations. Similarly, although not to the same extent as the oil and gas
markets, the aerospace, military and maritime markets have historically experienced cyclical'ﬂuctuations
in demand that also could have a material adverse effect on our business, financial condition or results of
operations,

We face the continuing impact of economic and financial conditions in the United States and around the
world as well as current conflicts in Irag and the rest of the Middle East.

In the past, terrorist attacks have negatively impacted general economic, market and political conditions.
In particular, the 2001 terrorist attacks, compounded with changes in the national economy, resulted in
reduced revenues in the aerospace and general industrial markets in years 2002 and 2003. Alcthough
economic conditions have improved considerably, additional terrorist acts or acts of war (wherever
located around the world) could cause damage or disruption to our business, our facilities or our
employees which could significantly impact our business, financial condition or results of operations. The
potential for future terrorist attacks, the national and international responses to terrorist attacks, and
other acts of war or hostility, including the current conflicts in Iraq and the Middle East, have created
many economic and political uncertainties, which could adversely affect our business and results of
operations in ways that cannot presently be predicted. In addition, with manufacturing facilities located
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worldw1de, including fac11mes located in the United States, Canada, Western Europe and the People’s
Republic of China, we may be lmpactcd by terrorist actions not only against the United States but in
other parts of the world as well. We are not insured for losses and interruptions caused by terrorist acts
and acts of war for our aF\p'iation products.
If we cannot continue operating our manufacturing facilities at current or higher levels, our results of;
operations could be advers sely affected

-

We operate a number of manufacturmg facnlmcs for the productlon of our products Thc cqmpment and
management systems necessary for such operations may break down, perform pootly, or fail, resulting in
fluctuations in manufacturing efficiencies. Such fluctuations may affect our ability to deliver products to
our customers on a timcl'y basis, which could have a material adverse effect on our business, financial
condition or results of opcratlons. Commencing in 2005 and continuing in 2006, we embarked on a -
company wide program to implement lean manufacturing techniques. We believe that this process w1ll
produce meaningful reductions in manufacturing costs. However, implementation of these techniques
may cause short-term 1neffl(:1cnc1cs in.production. If we ultimately are unable to successfully 1mplcmcnt
these processes our ant1c1pated profitability may suffer, . '

We face sngmf‘ icant competition in our markets and, if we are not able to respond to competltlon inour
markets, our revenues may decrease.

We face significant competition from a variety of compctitors in each of our markets. Some of our
competitors have substantially greater financial, marketing, personnel and other resources than we do.
New competitors also could enter our markets. We consider product quality, petformance, price,
diétributioﬁ capabilities and breadth of product offerings to be the primary competitive factors.in our
markets. Our competntors may be able to offer more attractive pricing, duplicate our strategies, or
develop cnhancemcnts to products that could offer performance features that are superior to our
products, Compctltwe pressures, including those described -above, and other factors could adversely
affect our competitive posmon, involving a loss of market share or decreases in prices, either of which
could have’ a material adverse effect on our business, financial condition or results of operations. In
addition, séme of our competitors are based in foreign countries and have cost structures and prices -
based on foreign currencies. Accordingly, currency fluctuations could cause our U.S. dollar-priced
products to be less competitive than our competitors’ products that are priced in other currencies.-

’ |
N
If we experience defays in introducing new products or if our exlstlng or new products do not achleve or
|
maintain market acceptance, our revenues may decrease. -

Our industries are characterized by: intense competition; changes in end-user requirements; technically
complex products; and evolving product offerings and introductions. S

: ' . - . . . . 1 T '
We believe our future success will depend, in part, on our ability to anticipate or adapt to these factors.
and to offer, on a timely!basis, products that meet customer demands. Failure to develop new and .
innovative products or th) custom design existing products could result in the loss of existing customers to
competitors or the mablhty to attract new business, either of which may adversely affect our revenues.
The dcvclopmcnt of new or enhanced products is a-complex and uncertain process requiring the
anticipation of technological and market trends. We may experience design, manufacturing, marketmg or
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other difficulties, such as an inability to attract a sufficient number of qualified engineers, which could
delay or prevent our development, introduction or marketing of new products or enhancements and
result in unexpected expenses. ' ‘ ' ' !

implementation of our acquisition strategy may not be successful, which could affect our ability to
increase our revenues or could reduce our profitability.

One of our continued strategies is to increase our revenues and expand our markets through acquisitions‘
that will provide us with complementary instrumentation and thermal fluid controls and energy products.
We expect to spend significant time and effort in expanding our existing businesses and identifying,
completing and integrating acquisitions. We expect to face competition for acquisition candidates that may
limit the number of acquisition opportunities available to us and may result in higher acquisition prices. We
cannot be certain that we will be able to identify, acquire or profitably manage additional companies or
successfully integrate such additional companies without substantial costs, delays or other problems. Also,
there can be no assurance that companies we acquire will achieve revenues, profitability or cash flows that
justify our investment in them and may result in an impairment charge. In addition, acquisitions may
involve a number of special risks, including: adverse short-term effects on our reported operating results;
diversion of management’s attention; loss of key personnel at acquired companies; or unanticipated
management or operational problems or legal liabilitics. Some or all of these special risks could have a
material adverse effect on our business, financial condition or results of operations.

’

If we fail to manufacture and deliver high quality products, we may lose customers.

Product quality and performance are a priority for our customers since many of our product applications
involve caustic or volatile chemicals and, in many cases, involve processes that require precise control of
fluids. Our products also are used in the aerospace, military, commercial aircraft, pharmaceutical,
medical, analytical equipment, oil and gas exploration, transmission and refining, chemical processing, -
and maritime industries. These industries require products that meet stringent performance and safety
standards. If we fail to maintain and enforce quality control and testing procedures, our products will
not meet these stringent performance and safety standards. Substandard products would seriously harm
our reputation; resulting in both a loss of current customers to our competitors and damage to our
ability to attract new customers, which could have a material adverse cffect on our business, financial
condition or results of operations. - ’ | : '

If we are unable to continue operating successfully overseas or to successfully expand into new
international markets, our revenues may decrease.

We derive a significant portion of our revenue from sales outside the United States. In addition, one of
our key growth strategies is to market our products in international markets not currently served by us in
portions of Europe, Latin America and Asia. We may not succeed in marketing, selling and distributing
our products in these new markets. Moreover, conducting business outside the United States is subject to
additional risks; including currency exchange rate fluctuations, changes in regional, political or economic’
conditions, trade protection measures such as tariffs or import or export restrictions, and unexpected
changes in regulatory requirements. One or more of these factors could prevent us from successfully *
expanding into new international markets and could also have a material adverse effect on our current
international operations.
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if we can not pass on higher raw material or manufacturing costs to our customers, we may become less
profitable. o) . o ;.

Fl

One of the ways we attefnpt to manage the risk of higher raw matérial and manufacturing costs is to
increase selling prices to our customers. The markets we serve are extremely competitive and customers
may not accept price increases or may look to alternative suppliers which may negatively impact our
profitability and rcvcnue:s.

h v
H ¥

if our suppliers cannot provide us with adequate quantltles of materials to meet our customers’ demands
on a timely basis or if the quahty of the materials provnded does not meet our standards we may lose
customers or experience Iower profi tablllty '

\

Some of our customer contracts requ1re us to compensat'e those customers if we do not meet specified
delivery obllganons We rely on numerous suppliers to provide us with our required materials and in
many instances these matcraals must meet certain specifications, During 2004 and 2005 and part of
2006, we experienced dlmlmshcd supplier performance that negatively 1mpactcd our operating and net
income. The diminished suppllcr performance was the result of: the closure of certain suppliers, problems
with new supplier on-tlme delivery reliability as well as lower than expected new supplier qualification
acceptance. While we bqlu,vc that we have taken appropriate steps to remediate these lower supplier
performance issues and t:o alleviate the diminished impact on profitability, a continuation or recurrence
of these factors could halve a negative impact on our ability to deliver our products to our customers
within ouricommitted time frames and could result in contmucd reductions of our operating and net

4

income in furure penods
A changein internationa;l governmental policies or restrictions could result in decreased availability and
increased costs for certain components and finished products that we outsource, which could adversely
affect our profitability. { ‘ R . '

|

Like most manufacturers of fluid control products, we attempt, where appropriate, to reduce costs by
seeking lower cost sources of certain components and finished products. Many such sources are located
in developing countries such as the People’s Republic of China, India and Taiwan, where a change in
governmental approach toward U.S. trade could restrict the availability to us of such sources. In
addition, periods of war. or other international tension could interfere with international freight
operations and hinder. our ability to take delivery of such components and products. A decrease in the
availability of these items could hinder our ability to timely meet our customers’ orders, We attemprt,
when possible, to mitigate this risk by maintaining alternate sources for-these components and products
and-by maintaining the capability to produce such items in our own manufacturing facilities. However,
even when we are able to mitigate this risk, the cost of obtaining such items from alternate sources or
producing them oursclves is often considerably greater, and a shift toward such higher cost production
could therefore adversely affect our profitability.

The costs of complying with existing or future environmental regulations, and cuﬁng any violations of
these regulations could increase our expenses or reduce our profitability.

We are subject to a variéty of environmental laws relating to the storage, discharge, handling, emission,
generation, use and dlsp0=al of chemicals, solid and hazardous waste and other toxic and hazardous
materials used to manufa(.turc, or resulting from the process of manufacturing, our products We cannot
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predict the nature, scope or effect of future regulatory requirements to which our operations might be
subject or the manner in which existing or future laws will be administered or interpreted. Future
regulations could be applied to materials, products or activities that have not been subject to regulation
previously. The costs of complying with new or more stringent regulations, or with more vigorous
enforcement of these or existing regulations could be significant.

Environmental laws require us to maintain and comply with a number of permits, authorizations and
approvals and to maintain and update training programs and safety data regarding materials used in our
processes, Violations of these requirements could result in financial penaltics.and other enforcement
actions. We also could be required to halt one or more portions of our operations until a violation is
cured. Although we attempt to operate in compliance with these environmental laws, we may not
succeed in this effort at all times. The costs of curing violations or resolving enforcement actions that
might be initiated by government authorities could be substantial.

The costs of complying with existing or future governmental regulatlons on |mportmg and exporting
practices and of curing any woiatlons of these regulations, could increase our expenses, reduce our
revenues or reduce our profitability.

We are subject to a variety of laws and international trade practices including regulations issued by the
United States Bureau of Customs and Border Protection, the Bureau of Export Administration, the
Department of State, the Department of Treasury. We cannot predict the nature, scope or effect of future
regulatory requirements to which our international trading practices might be subject or the manner in
which existing laws might be administered or interpreted. Future regulations could limit the countries
into which certain of our products may be sold or could restrict our access to and increase the cost of
obtaining products from foreign sources. In addition, actual or alleged violations of such regulations
could result in enforcement actions and/or financial penalties that could result in substantial costs,

If our internal controls over financial reporting do not comply with the requirements of the Sarbanes-
Oxley Act, our business and stock price could be adversely affected.

If either management or our independent registered public accounting firm identifies one or more
material weaknesses in internal control over financial reporting that exist as of the end of our fiscal year,
the material weakness(es) will be reported either by management in its self assessment or by our
independent registered public accounting firm in its report or both, which may result in a loss of public -
confidence and could have an adverse affect on our business and our stock price. This could also result in
significant additional expenditures responding to the Section 404 internal control audit and a diversion
of management attention.

We face risks from product liability lawsuits that may adversely affect our business.

We, like other manufacturers and distributors of products designed to control and regulate fluids and
chemicals, face an inherent risk of €Xposure to product liability claims in the event that the use of our
products results in personal injury, ‘property damage or business interruption to our customers. We may
be subjected to various product liability claims, including, among others, that our products include
inadequate or improper instructions for use or installation, or inadequate warﬁings concerning the effects
of the failure of our products. Although we maintain strict quality controls and procedures, including the
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testing of raw materials and safety testing of selected finished products, we cannot be certain that our
products will be complet'cl'y free from defect. In addition, in certain cases, we rely on third-party
manufacturers for our products or components of our products. Although we have liability insurance
coverage, we cannot be certain that this insurance coverage will continue to be available to us at a
reasonable ‘cost, of; if available, will be adequate to cover any such liabilities. We generally seek to
obtain contractual indemnification from our third-party suppllers, and for us to be added as an
additional msured party 'undcr such parties’ insurance policies. Any such indemnification or insurance is
limited by its terms and, as 4 practical matter, is limited to thé credit worthiness of the indemnifying or
insuring pa‘rty In the event that wé do not have adcquatc' insurance or contractual indemnification, ’
product ilabilltics could have a matcnal adversc effect on our busmess, financial condmon or results of

operations.’ i ’

.

The costs assocuated with the defense of asbestos-related claims and the payment Lf any judgments or
sett{ements with respect to such claims are subject to a number of uncertalntles. As such, we cannot
guarantee t that such clalri1s ultimately will not have an adverse effect on our fi nanaal statements, results
of operations or cash flows. ., . , - o

w by +
Like many other manufacturcrs of fluid control products, we have been named as defendants in a
growing number of produ(t liability actions brought on behalf of individuals who seek compensation for
their allcgcd exposure to;airborne asbestos fibers. In general, any components containing asbestos

formerly used in our products were entirely internal to the products and, we believe, would not give rise .

to ambient asbestos dust during normal operation or during normal inspection and maintenance. To
date, these cases have not had a material adverse effect on our financ1al condition, results of operations
or cash flow. Howcvcr duc to the nature and number of variables assoc;atcd with asbestos related
claims, sucll'i as the rate at which new claims may be filed; the ava:labillty of insurance policies to
continue to recover certain of our costs relating to the defense and [ payment of these claims; the impact of
bankruptcies of other co'mpanu:s currently or historically dcfcndmg ‘asbestos claims, the uncertainties
surrounding the litigation process from ]urisdicnon to jurisdiction and from case to case; the impact of
potential changes in legislative or judicial standards; the type and scverity of the disease alleged to be
suffered by each claimant; and'increases in the expense of medical treatment, we are unable to reliably
estimate the ultimate costs of these claims. !

f . ) ¥ - N .- . )
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We depend on our key ersonnel and the lass of their services may adversely affect our business.

We believe that our success wall depend ¢ on the continued cmployment of our senior management team "
and other kcy personnel. Ii one or more members of our scnlor management team or other key personnel
were unable or unwnlhng fo continue in their prcscnt posmons, our business could be seriousiy harmed.”
In addition, if any of our key personnel joins a compctltor or forms a competmg company, some of our
customers might choose to use the services of that competitor or those of a new company instead of our
own. Other companies scekmg to develop capabilities and products similar to ours may hire away some

of our key personnel. If we are unable to maintain our key personnel and attract new employees, the

execution of our business ftrategy may bc hindered and our growth lll'ﬂlted ,

.
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Various restrictions and agreements could hinder a takeover of us which is not supported by our board of

directors or which is leveraged. ' e

Our amended and restated certificate of incorporation and amended and restated by-laws, the Delaware
General Corporation Law and our shareholder rights plan contain provisions that could delay or prevent
a change in control in a transaction that is not approved by our board of directors or thatisona '
leveraged basis or otherwise. These include provisions creating a staggercd board, limiting the
shareholders’ powers to remove ditectors, and prohlbmng shareholders from calling a special meeting or
taking action by written consent in lieu of a sharcholders’ mectmg In addition, our board of directors
has the authority, without further action by the shareholders, to set the terms of and to issue preferred
stock. Issuing preferred stock could adversely affect the voting power of the owners of our common
stock, including the loss of voting control to others. Additionally, we have adopted a shareholder rights
plan providing for the issuance of rights that will cause substantial dilution to a person or group of
persons that acquires 15% {or with respect to passive investors 20%) or more of our shares of common
stock, unless the rights are redeemed. S ‘ -

1

Delaying or preventing a takeover could result in our shareholders ultimately receiving less for their
shares by deterring potential bidders for our stock or assets.

Our debt agreements limit our ability to issue equity, make acquisitions, incur debt, pay dividends, make
investments, sell assets, merge or raise capital. - ‘

-1

Our outstanding industrial revenue bond, and our revolving credlt facility agreement, dated
December 20, 2005 and amended October 12, 2006, govern our indebtedness to our lenders. The debt
agreements include provisions which place limitations on certain activities including our ability to: issue
shares of our common stock; incur additional indebtedness; create any liens or encumbrances on our
assets or make any guarantees; make certain investments; pay cash dividends above certain limits; or
dispose of or sell assets or enter into a merger or 4 similar transaction.

The trading price of our common stock may be volatile and investors in our common stock may
experience substantial losses.

The trading price of our common stock may be volatile. Our common stock could decline or fluctuate in
response to a variety of factors, including, but not limited to: our failure to mect the performance
estimates of securities analysts; changes in financial estimates of our revenues and operating results or
buy/sell recommendations by securities analysts; the timing of announcements by us or our competitors
concerning significant product line developments, contracts or acquisitions or publicity regarding actual
or potential results or performance; fluctuation in our quarterly operating results caused by fluctuations
in revenue and expenses; substantial sales of our common stock by our existing shareholders; general
stock market conditions; or other economic or external factors.

In addition, the stock market as a whole has in the past cxperienceél price and volume fluctuations. In the
past, securities class action litigation has often been instituted against companies following periods of
volatility in the market price of their securities. This type of litigation could result in substantial costs
and a diversion of management attention and resources.




Our international activities expose us to fluctuations in currency exchange rates that could adversely

\
affect our results of operations and cash flows.

Our international manufacturmg and sales activities expose us to changcs in foreign currency exchange
rates. Such fluctuations could result in our (i) paying highier prices for certain imported goods and
services, (ii) realizing lo»lver prices for any sales denominated in currencies other than U.S. dollars,

(iii) realizing lower net income, on a U.S, dollar basis, from our international operatlons due to the
effects of translatlon from weakened functlonal Currencies, and (iv) realizing hlghcr costs to settle
transactions denominated in other currenc1cs Any of thesé risks could adversely affect our results of
operatnons|and cash flows. Our’ ma]or formgn currency exposurcs involve the markets in Western

Europc, Canada and A51a
i

Wc use forward contrac‘ts to manage the currency risk related to business transactions denominated in
foreign currencies. We p‘nmarlly utilize forward exchange contracts with maturities of less than eighteen
months. To the extent these transactions are completed, the contracts do not subject us to significant risk
from exchangc rate fluct‘uations because they offset gains and losses on the related foreign currency

denominated transactions.

[
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Item 1B. Unresolved Staff Comments

. . -
[ - . - :

None Lo . . . : '

item 2. Properties ' o Vo .

We maintain 21 major facilities worldwide, mcludmg 18 sngmflcant manufacturmg operations located in
the United States, Canada Western Europe and the People’s Republic of China. Many of these facilities
contain salcs offlces or wa rchouses from which we ship fmlshed goods to customers, distributors and
COl‘l‘lI‘l‘)ISSlOnCd representative orgamzatlons. Our execunve office is located in Burlmgton, Massachusetts.

The Instrumentation and Thermal Fluid Controls Products Group has facilities Ioc':ated ‘in the United
States, Germany, France, the Netherlands, and the United Kingdom. Properties in Ronkonkoma, New
York; Berlm, Conncctlcut- Ontario, California, Le Plessis, France, and Spartanburg, South Carolina; are
leased. Thc Energy Products Group has facilities located in the United States, Canada, Italy and the
People’s Republ:c of Cthnﬁ Properues in Nerviano, Italy; Nav1g110 Ttaly; Edmonton, Albcrta, Canada; a
distribution center in Oklahoma City, and a manufactutring facility in Supulpa, Oklahoma are leased.
Our Tampa fac1hry is sub;u=ct to a collateral assignment undcr a loan agrccmcnt wmh a long—tcrm lcnder. ‘

In general, we believe that our properties, including machinery, tools and equipment, are in good
condition, z;lre well maintained, and are adequate and suitable for their intended uses! Our manufacturing
facilities gcﬁérally operate five days per week'on one or two shifts. We believe our manufacturing
capacity could be increased by working additional shifts and weekends and by successful 1mplcmcntanon

of our on-going lean mamifacturing initiatives. . '
t P t ' |

ftem 3. Legal Proceedmgs ' B

We, like other worldw:dc manufacturing companies, are sub]ect toa vancty of potentlal liabilities .
connected with our busu‘ile'.s operations, including potential liabilities and expenses associated with
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possible product defects or failures and compliance with environmental laws. We maintain liability
insurance coverage which we believe to be consistent with industry practices. Nonetheless, such
insurance coverage may not be adequate to protect us fully against substantial damage claims, which
may arise from product defects and failurc_s or from.environmental liability.

We, like many other manufacturcrs of fluld control products, havc been and continue to be named as
defendants in product liability actions brought on behalf of individuals who seek compcnsauon for their
alleged exposure to airborne asbestos fibers. In pamcular, our sub51d1ar1cs Leslie, Spence, and Hoke,
collectively have been named as defcndants or third-party defcndants in currcmly open asbcstos related
cases brought on behalf of approxnmatcly 6,000 claimants. In some instances, we also have been named
individually and/or as successor in interest to one or more of these subsidiaries. These cases typically
have anywhere from 25 to 400 defendants and generally seek unspecified compensatory and punitive
damages against all defendants in the aggregate. However, the complaints filed ‘on behalf of claimants
who do seek specified compensatory and punitive damages typically seek millions or tens of millions of
dollars in damages against the aggregate of defendants.

Of the approximately 6,000 plaintiffs whose claims remain open, all but approximately 750 have
brought their claims in Mississippi. Over the past two years, the Mississippi the courts have rendered
decisions and the state legislature has passed legislation aimed at curbing certain abusive practices by
plaintiff attorneys pursuant to which large numbers of unrelated plaintiffs (sometimes numbering in the
thousands in a single case) would be grouped in the same case against hundreds of defendants. As a
result of these changes, many of these “mass filings” have been dismissed and the number of Mississippi
claimants against our subsidiaries is now approximately 5,200 whereas it previously had been as high as
21,000. We expect nearly all of these remaining Mississippi claims to be dlSl’l‘llSSCd as well. While it is
possible that certain dismissed claims would be re- filed in Mississippi or in other jurisdictions, any such’
re-filings likely would be made on behalf of one or a small number of related individuals who can
demonstrate actual injury and some connection to our subsidiaries’ products. The remaining claims have
been brought in the state courts of approximately 25 different states with California, Texas, New York,
Massachusetts and Connecticut having the most significant percentage of the claims..

Any components containing asbestos formcrly uscd in Leshe Spencc and Hoke products were entirely
internal to the product and, we believe, would not give rise to ambient asbestos dust during normal
operation or durmg normal inspection and repair procedures. Moreover, to date, our insurers have been
paying the vast majority of the costs associated with the defense and settlement of these actions,
particular with respect to Spence and Hoke for which insurance has paid all defense and settlement costs
to date. With regard to Leslie, our current cost sharing understanding with Leslie’s insurers results in
Leslie being responsibile for 29% of i its defense and settlement costs. In light of the foregoing, these cases,
to date, have not had a material adverse effect on our financial condition, results of operations or cash !
flows. However, due to the nature and number. of variables associated with asbestos related claims, such
as the rate at which new claims may be filed; the availability of insurance policies to continue to cover
certain of our costs relating to the defense and payment of these claims; the impact of bankruptcies of
other companies currently or historically defending asbestos claims including our co-defendants; the
uncertainties surrounding the litigation process from jurisdiction to jurisdiction and from case to case;
the impact of potential changes in legislative or judicial standards; the type and severity of the disease
alleged to be suffered by each claimant; and increases in the expense of medical treatment, we are unable
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to reliably estimate the ‘ultimate costs to us of these claims and cannot assure that such costs will not
have a material advcrse effect in the future, As a result, our policy has been (i} to accrue for any
settlements only at such time as settlement of a particular case is reasonably probably of occurring and
thc amount is esnmable and (ii) to accrue defense costs as incurred. ' )

We have reviewed all of our pending judicial and legal proceedings, reasonably anticipated costs and
exXpenses in connection with such proceedings, and availability and limits of our insurance coverage, and
we have established resi:rves that we believe are appropriate in light of those outcomes that we believe

. are probable and cstnmable at this time.

" . 4

. | :
item 4. Submission of Matters to a Vote of Security Holders

There were no matters submitted, during the fourth quarter of the year covered by this Annual Report,
to a vote of security holders through solicitation of proxies or otherwise. |

%

l Pa rtll
Item 5, Market for the Registrant’s Common Equlty, Related Stockholder Matters and Issuer Purchases of
Equity Securities '

Our common stock is tTaded on the New York Stock Exchange (“NYSE”) under the symbol “CIR”.
Quarterly, share prices and dividends declared and paid are incorporated herein by reference to Note 18
to the consolidated ﬁnant ial statements included in this Annual Report.

During the first quartcrE of 2007, we declared a dividend of $0.0375 per outstanding common share
payable on March 23, %007 to shareholders of record on March 9, 2007.

Our board of directors is responsible for determining our dividend policy. Although we currently intend
to continue paying cash dividends, the timing and level of such dividends will necessarily depend on our
board of directors’ assessments of earnings, financial condition, capital requirements and other factors,
including restrictions, 1f any, 1mposed by our lenders. See “Liquidity and Capital Resources” under the
section entitled “Managcment s Dlscussmn and Analysis of Financial Condition and Results of
Operations” for furthcr information. ’

'As of February 16, 2007, therc were 16,193,601 shares of our common stock outstanding and we had 99
holders of record of our common stock. We believe the number of beneficial owners of our common
stock was substantially greater on that date.

- | R '

. | : _
In accordance with Section 303A, 12(a) of the NYSE Listed Company Manual, our Chief Executive

Officer, on May 15, 2006, filed with the NYSE his certification that he was not aware of any violation
by the Company of NYSL corporate governance listing standards. ’

+
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Item 6. Selected Financial Data ' '

The following table presents certain selected financial data that has been derived from our audited
consolidated financial statements and notes related thereto and should be read along with the section
entitled “Management’s Discussion and Analysis of Financial Condition and Results of 0pérati;:ms” and
our audited consolidated financial statements and notes included in this Annual Report.

The consolidated statements of operations and consolidated statements of cash flows data for the years
ended December 31, 2006, 2005 and 2004, and the consolidated balance sheet data as of December 31,
2006 and 2005 are derived from, and should be read in conjunction with, our audited consolidated
financial statements and the related notes included in this Annual Report. The consolidated statements of
operations and consolidated statements of cash flows data, and the consolidated batance sheet data as of
December 31, 2003 and 2002, are derived from our audited consolidated financial statements not
included in this report.

Selected Financial Data
{in thousands, except per share data)

Years Ended December 31,

2006 2005 2004(3) 2003 2002

Statement of Operations Data (1)
Netrevenues .......ocoveeeeeennn. e "$591,711 $450,531 $381,834 $359,453 $331,448
Gross profit ......oouiiiiiiiiin, Le.. 172,908 132,675 107,569 105,512 98,285
Operating income . ...ovviiveinnnrnnennn 47,510 33,005 21,934 29,987 30,374
Income before interest and taxes .......... 47,376 32,861 22,168 30,824 31,060
Netincome ......cceiiiniennnnens PR 29,328 20,383 11,803 17,873 15,577
Balance Sheet Data: ' '
Total assets . .ouvvrveriinvrrnnnennannns $605,675 $460,380 $428418 $423.863 $390,734
Totaldebt (2) .....coveniiiiiiiit. © 64,826 - 33,491 42,880 61,059 .77,990
Sharcholders™ equity . ........... ... 000, 357,301 310,723 293,435 275,160 243,659
Total capitalization ................ . o 422,127 344,214 336,315 336,219 321,649
Other Financial Data:
Cash flow provided by (used in):

Operating activities ........ovvovaees .$ 29,858 $ 45,326 § 29,249 $ 58,646 $ 25,057

Investing activities .........cvvuveun. (68,239) {60,899} (10,107} (20,981) (23,241)

Financing activities ................. 34,148  (10,304) (19,536) (19,517) {(20,636)
Net inferest CXpense . ....vviveenrnereers 5117 2,810 3,690 5,15 6,721 ,
Capital expenditures .............. .. ..., 9,933 15,021 5,287 6,823 4,418
Diluted earnings per common share ........ ‘$ 180 $§ 127 $-074 § 114 § 1.00
Diluted weighted average common shares S

outstanding ... uiihiee i 16,291 16,019 15,877 15,675 15,610
Cash dividends declared per common ‘
share ..o e $ 015 $ 015 $ 015 $ 015 §$ 015

(1) The statement of operations data for the years ended December 31, 2006, 2005 2004, 2003, and 2002 includes, respectively,
$0.7 million, $1.6 million, $0.3 million, $1.4 mllllon, and $0.7 million of special charges associated with the closure,
consolidation and reorganization of certain manufacturing plants as well as a pension curtailment charge recorded in 2006.

(2) Includes capital leases obligations of: $0.9 million, $1.7 million, $0.1 million and $0.1 million as of December 31, 2004, 2005,
2004 and 2003, respectively. We did not have capital leases obligations as of December 31, 2002.

{3) Resulrs for the year ended December 31, 2004 include a $6.6 million pre-tax charge for an inventory write-down related to a
change in our warchousing and inventory carrying practices.
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[tem 7. Management’ s’ Discussion and Analysis of Financial Condition and Results of Operations

This Annual Report con‘jtains certain statements that are “forward-looking statements” as that term is
defined under the Private Securities Litigation Reform Act of 1995 (the “Act”) and releases issued by the
Securities and Exchange Commission. The words “may,” “hope,” “should,” “expect,” “plan,”

annapate, ? “intend,” ,“beheue,” “estimate,” “predict,” “potential,” “continue,” and other expressions -
which are predictions of or indicate future events and trends and which do not relate to historical
matters, identify forward looking statements. We believe that it is important to communicate our future
expectations to our stockbolders, and we, therefore, make forward-looking statements in reliance upon

| .
the safe barbor provisions of the Act. However, there may be events in the future that we are not able to

accurately predict or control, and our actual results may differ materially from the expectations we
describe ini our forward”ooking statements. Forward-looking statements involve known and unknotim
risks, uncertainties and pth'er factors, which may cause our actual results, performance or achievements
to differ materially from anticipated future results, performance or achievements expressed or implied by
such forward-looking statements. Factors that could cause or contribute to such differences include, but
are not limited to, the cyclicality and highly competitive nature of some of our end markets which can
affect the overall demand for and pricing of our products, changes in the price of and demand for oil and
gas i both domestic and international markets, variability of raw material and component pricing,
changes in our’ supphefs performance, fluctuations in foreign currency exchange rates, our ability to
continue operating our %nanufacturing facilities at efficient levels including our ability to continue to
reduce costs, our abilityi to generate increased cash by reducing our inventories, our prevention of the
accumulation of excess inventry, our ability to successfully implement our acquisition strategy,
increasing interest rates, our ability to continue to successfully defend product liability actions, as well as
the uncertain continuing impact on economic and financial conditions in the United States and around
the world as a resuit of terrorist attacks, current Middle Eastern conflicts and related matters. We advise
you to read further abo%tt certain of these and other risk factors set forth in Part I Item 1A, Risk
Factors”of this Annual chzport. We undertake no obligation to publicly update or revise any forward-
looking statement, ‘whetiber as a result of new information, future events or othenwise. -

Overview . o i

CIRCOR International %Inc. is a leading provider of valves and fluid control products for the industrial, |
aerospace. and petrochemlcal markets. We offer one of the industry’s broadest and most diverse range of
products - a range that allows us to supply end-users with a wide array of valves and component
products for fluid systcr'nw

We have organized the company into two segments: Instrumentation and Thermal Fluid Controls
Products and Energy Prroducts The Instrumentation and Thermal Fluid Controls Products segment serves
our broadcst variety of end- markets, including military and commercial aerospace, chemical processing,
marine, power generatul)n commercial HVAC systems, food and beverage processing, and other general
industrial markets. ThelEnergy Products scgment primarily serves the oil and gas exploratlon, production

and distribution markets.
]

Our growth strategy includes organic profitable growth as well as strategic acquisitions that extend our
current offering of engineered flow control products. For organic growth, our businesses focus on
developing new products and reacting quickly to changes in market conditions in order to help grow our
revenues. Regarding acalquisitions, we have made twelve acquisitions in the last five years that extended
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our product offerings. In April 2004, we acquired Mallard, which produces control valves, relief valves,
pressure regulators and other related products, primarily for oit and gas production and processing. Our
acquisitions of Loud in January 2005 and Industria in October 2005 provided us with complementary
aerospace component and subassembly manufacturing capabilities. In February 2;006, we acquired Hale
Hamilton, a leading provider of high pressure valves and flow control equipment, and Sagebrush which
provides pipeline flow control and measurement equipment to oil and gas markets.

Regarding our 2006 financial results, we had a record year in a number of respects. Customer orders
increased 60% over 2005 and grew 36% excluding 2006 acquisitions. Revenues rose 31% compared to
2005 and 20% excluding 2006 acquisitions. Net income and diluted earnings per share (EPS) reached the
highest ever for Circor; net income rose 44% to $29.3 million and diluted EPS increased 42% to $1.80
per share, compared to 2005. And, we enter 2007 with the highest backlog ever to begin a new year, at
$286 million. Much of these record achievements resulted from responding to thé robust worldwide
spending in the oil and gas markets and from the two strategic acquisitions we made in February 2006.
While our Energy Products segment achieved record revenues and near record operating margins, the
profitability of our Instrumentation and Thermal Fluid Products segment continued to be constrained.
Production difficulties within this segment continued as operational changes, higher stainless steel costs
and constraints on the supply of certain raw materials added costs and constrainéd this segment’s
profitability, compared to 2005. In response to these issues, we continue to strengthen our supplier
management processes and expand our international sourcing programs. We are élso strengthening our
management teams, continuing our Lean' manufacturing improvement initiatives with a focus on
manufacturing constraints, and initiating further facility consolidations. During 2007 we expect to show
improved profitability within the Instrumentation and Thermal Fluid Control Products segment.

-

Regarding cash flow, we gcncfatcd cash flow from operating activities of $29.9 million, or 5% of
revenues, a decrease of $15.5 million compared to $45.3 million generated in 2005. The decrease from
2005 resulted from an investment in working capital in 2006 to support our 60% growth in customer
orders and 31% increase in revenues as compared to 2005. We also used a significant amount of cash in
2006 including net cash payments of $61 million primarily for the Hale Hamilton and Sagebrush
acquisitions, $9.9 million on capxtal expenditures, and scheduled payments of $22 5 million to pay off
$15.0 million of our senior notes and $7.5 million of one industrial revenue bond. As of December 31,
2006, we believe we remain a well-capitalized company with total debt-to-total c?pltallzatlon of 15%.

Basis of Presentation

All sngmfic:mt intercompany balances and transactions have been eliminated in consohdauon Certain
prior period financial statement amounts have been reclassified to conform to currently reported

presentations. We monitor our business in twq segments: lnstrumcntanon and Thermal Fluid Controls
Products and Energy Products.

N .

We operate and report financial information using a 52-week fiscal year ending December 31. The data
periods contained within our Quarterly Reports on Form 10-Q reflect the results of operations for the
13-week, 26-week and 39-week periods which generally end on the Sunday nearest the calendar
quarter-end date. A oo
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Critical Accounting Policies

| | '
The followmg dlscussmn of accounting policies is intended to supplement the section “Summary of
Slgmflcant Accounting Pollcu:s presented in Note 2 to our consolidated financial statements. These
policies were selected because they are broadly applicable within our operating units. The expenses and

|
accrued liabilities or allowarices related to certain of thesé policies are ‘initially based on-our best

estimates at the time of ‘original entry in our accounting records. Adjustments are recorded when our
actval experience, or new information concerning our expected experience, dnffcrs from underlying initial
estinates. These adjustments could bé material if our actual or expected cxpcncnce were to change
significantly in a short period of time. We make frequent comparisons of actual experience and expected
experience in order to mitigate the likelihood of material adjustments.

LI

Revenue Recognition ,

. : r’ b ' B ' : -
Revenue is recognized v!\rhgn products are delivered, title and risk of loss have pas:scd to the customer, no
significant post-delivery obligations remajn and collection of the resulting receivable is reasonably
assured. Spjpping and handling costs invoiced to customers are recorded as components of revenues and
the associated costs.are recorded as cost of revenues.
p

Allowance'for-lnventory ; ' . -

We ryplcally analyze our inventory aging and projected futuré usage on a quartcrly basis to assess the
. adequacy of our mvcntorv allowances. We provide inventory allowances for excess, slow-moving, and

obsolete inventories detcrmmcd primarily by estimates'of future'demand. The allowance is measured as
the difference between thc' cost of the inventory and estimated market value.and charged to the provision
fori inventory, which is :la (,omponent of our cost of revenues. Assumpnons about future demand is one of
the primary factors utilized to estimate market value. At the point of the loss recognition, a new, lower-
cost basis for that inventory is established, and subsequent changes.in facts and circumstances do not
result in the restoration/or increase in that newly established cost basis. S

Our net inventory balance was $150.2 million as of December 31, 2006, compared to $107.7 million as
of Dcccml;)er 31, 2005. IOur inventory allowance as of December 31, 2006 was $11.1 million, compared
with $7.7 million as of DPccmbcr .31, 2005.,The increase in our lnvcntory allowance in 2006 is primarily
artributable to a much lower amount of disposals of inventory in 2006 as compared to 2005. We
disposed of $3.7 miillion and $10.9 million of i inventory in 2006 and 2005, respectively. Our provision’
for inventory obsolcscerilcc was $5. 6 million, $3 2 mllllon and $10 7 lehon, for 2006 2005 and 2004
respectlvcly . |

[ Y -
If there were.to be a sudden and significant decrease in demand for, our products, or if there were a .
higher incidence of inventory obsolescence because of changing technology and customer requirements,
we could l‘!)e required to increase our inventory allowances-and our gross profit could be adversely

affected. . A 1

. . + , . +

In the fourth quarter of 2004, we evaluated the impact of our programs initiated during the two years
prior to 2004 to increase the proportion of our inventory purchased from less-expensive suppliers, = -

primarily in Asia and E:ilStérn Europe. One result of our successful foreign-sourcing programs is that we
need less internal manufacturing and warehousing capability, particularly in North America. In addition,
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our past practice has been to retain much of our inventory for extended periods, éven utilizing extra
warchousing facilitics and resources. After considering these factors, we concluded that it is more cost
effective to dispose of selected inventory and reduce warehouse capacity than to incur ongoing carrying
costs. We decided to lower our costs by disposing of certain inventories and const)lidating facilities. As a
result of that decision, we recorded a pre-tax charge of $6.6 million in the fourth'quarter 2004 to write-
down our inventories. ' ;
Inventory management remains an area of focus as we balance thc need to mamtaln adequate inventory
levels to ensure competitive lead times agamst thc risk of i inventory obsolescence bccausc of changing

technology and customer requirements. CE

Purchase Accounting *

In connection with our acquisitions, we assess and formulate a plan related to thcI future integration of
the acquired entity. This process begins during the due diligence process and is concluded within twelve
months of the acquisition. Qur methodology for allocating the purchase price relating to purchase
acquisitions is determined through established valuation techniques for industrial'manufacturing
companies and we typically utilize third party valuation firms to assist in the valuation of certain tangible
and intangible assets, We accrue estimates for certain costs, related primarily to personnel reductions and
facility closures or restructurings, anticipatcd at the date of acquisition, in accordance with Financial
Accounting Standards Board (“FASB”) Statement No. 141 “Business Combinations” and Emerging
Issues Task Force Issue No. 95-3, “Rccognttlon of Liabilities in Connection with a Purchase Business
Combination.” Adjustments to these estimates are made during the acquisition allocatlon period, whlch
is generally up to twelve months from the acquisition date as plans are finalized. Subsequent to the
allocation period, costs mcurrcd in excess of the recorded acquisition accruals are generally expensed as
incurred and if accruals are not utilized for the intended purpose the excess is rccotdcd.as_an adjustment

to the cost of the acquired entity, usually decreasing goodwill. v -

.

Impairment Analysis

As required by SFAS No.142, “Goodwill and Intangible Assets”, we perform an a.mnual assessment as to
whether there was an indication that goodwill and certain intangible assets are impaired. We also

perform impairment analyses whenever events and circumstances indicate that they may be impaired
. L

Goodwill is measured as the excess of the cost of acquisition over the sum of the amounts assigned to
identifiable tangible and intangible assets acquired less liabilities assumed. Our p(;)licy is to perform
goodwill and certain intangible asset impairment tests for each reporting unit on an annual basis and
between annual tests in certain circumstances, if triggering events indicate impairment may have
occurred. In assessing the fair value of goodwill, we use our best estimates of future cash flows of
operating activities and capital expenditures of the reporting unit, the estimated terminal value for each
rcporti‘ng unit, and a discount rate based on our weighted average cost of capital. If these estimates or
related projections change in the future due to changes in industry and market conditions, we may be
required to record impairment charges. When the undiscounted estimated future cash flows are expected
to be less than the carrying value of the assets being reviewed for impairment, the assets are written
down to fair market value. The goodwill recorded on the consolidated balance sheet as of Décembcr 31,
2006 was $163.7:compared with $140.2 million as of Decernber 31, 2005. Based on 1mpalrment tests
performed, there was no impairment in our goodwill in 2006, 2005, or 2004. -

1
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Income Taxes . } o : o
- :
Significant managcment judgment is required in determining our provision for income taxes, deferred tax
assets and liabilities and any valuation allowance. Our effective tax rates differ from the statutory rate
due to the impact of research and prodiict development tax credits, extraterritorial income exclusion, <
domestic manufacturing deduction, state taxes, and the tax impact of non-U.S. operations. Our effective
tax rate was 30.6%, 32!.2%, and 36.1%, for 2006, 2005, and 2004, respectively. For 2007, we expect an
effective income tax rate of 32%. Our future effective tax rates could be adversely affected by earnings
being lower than anticiﬁa:tcd in countries where we have lower statutory rates and vice versa. Changes in
the valuation of our deferred tax assets or liabilities, or changes in tax laws or interpretations thereof
may also adversely affecTt our future effective tax rate. In addition, we are subject/to the continuous
examination of our income tax returns by the Internal Revenue Service and other tax authorities. We
regularly assess the likelihood of adverse outcomes resulting from these examinations to determine the

. L .
adequacy of our provision for income taxes.

In 2006, deferred mcomi: tax hablhtles increased primarily due to purchase accountmg adjustments relating
to non-goodwill mtanglblc s. Regarding deferred income tax assets, we recorded a total valuation allowance
of $3.5 million at December 31, 2006, due to uncertainties related to our ability to:utilize these assets,

|
primarily consisting of cereain foreign tax credits, state net operating losses and state tax credits carried

forward. The valuation :‘allowance is based on estimates of taxable income in each of the jurisdictions in
which we operate and the period over which our deferred tax assets will be recoverable. If market
conditions.improve and future results of operations exceed our current expectations, our existing tax .
valuation allowances ma‘y be adjusted, resulting in future tax,benefits. Alternatively, if market conditions .
deteriorate further or future results of operations are less than expected, future assessments may result in a
determination that some or all of the deferred tax assets are not realizable. As a result, we may nced to
establish additional tax valuation allowances for all or a portion of the gross deferred tax assets, which may

have a material adverse effect on our business, results of operations and financial condition: . -

Legal Contingencies - } x

We are currently involved in various legal claims and legal proceedings, some of which may involve
substantial dollar amounts, Periodically, we review the status of each significant matter and assess our
potential financial cxpoéurc. If the potential loss from any claim or legal proceeding is considered
probable and the amount can be estimated, we accrue a liability for the estimated loss. Significant -
judgment is required in both the determination of probability and the determination as to whether an
exposure can be reasona‘;bly estimated. Bécause of uncertainties related to these matters, accruals are
based on the best inforn:mtion available at the time. As additiqrial information becomes available, we
reassess the potential liability related to our pending claims and litigation and may revise our estimates.
Such revisions in the estimates of the potential liabilities cduld have a material adverse effect on our
business, results of operataons and financial position. For more information related to our outstanding
legal procecdmgs, see “Contmgenc1es and Guarantees” in Note (14} of the accompanylng consohdated

t
financial statements as well as “Legal Procccdmgs in Part I, Item 3. |

Pension Benef ts

We maintain two pension benefit plans, a qualified noncontnbutory defined benefit plan that covers
substantially all of our salaried and hourly non-union employees in the United States, and a nonqualified,
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. 1
noncontributory defined benefit supplemental plan that provides benefits to certain highly compensated
officers and employees. To date, the supplemental plan remains an unfunded pIari These plans include . .
significant pension benefit obligations which are calculated based on actuarial valuatlons Key
assumptions are made in determining these obligations and related expenses, 1nclud1ng expected rates of
return on plan assets and discount rates. Benefits are based primarily on years of service and employees’
compensation. As of July 1, 2006, in connection with a revision to our retirement plan, we froze the
pension benefits of our qualified noncontributory-plan participants. Under the rev1scd plan, such
participants generally do not accrue any additional benefits under the defined bcncfit plan after July 1,
2006 and will instead receive enhanced benefits associated with our defined contrlbutlon 401{k) plan in
which substantially ail of our U.S. employees are eligible to participate. In connection with the freeze of
our qualified noncontributory defined benefit plan we incurred a pre-tax curtailment charge of $0.4
million in the third quarter of 2006. : . : .
. . oo
Effective December, 2006, we adopted the recognition and disclosure provisions of SFAS No.158
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement P]ans, an amendment of
FASB Statements No. 87, 88, 106, and 132(R)” This Statement requires employers to recognize in their
balance sheets the overfunded or underfunded status of defined benefit post- -retirément plans, measured *
as the difference between the fair value of plan assets and the benefit obligation (the projected benefit
obligation for pension plans and the accumulated postretirement benefit obligation for other post-
retirement plans). Employers must recognize the change in the funded status of the plan in the year in’
which the change occurs through other comprehensive income. This Statement also requires plan assets
and obligations to be measured as of the employers’ balance sheet date. The measurement provision of
this Statement will be effective for years beginning after December 15, 2008. We do not expect to adopt
the measurement provisions of this Statement until our fiscal year ending December 31, 2007.
. , . t . :
Prior to the adoption of the recognition provisions of SFAS No. 158, we accountéd for our pension
benefit plans under SFAS No. 87, “Employers Accounting for Pensions.” SFAS No 87 required that a
liability (minimum pension liability} be recorded when the accumulated benefit obllgatlon {ABO)
exceeded the combined fair value of plan assets and accumulated pension cost. Any adjustment was
recorded as a non-cash charge to other comprehensive income in sharcholders’ equity (deficit}. SFAS
No. 106 required that the liability recorded should represent the actuarial present value of all future,
benefits attributable to an employee’s service. rendered to date. Under both SFAS No 87 and No. 106,
changes in the funded status were not immediately recognized, rather they were dcfcrrcd and recognized
ratably over future periods. Upon adoption of the recognition provisions of SFAS No. 158, the Company
recognized the amounts of prior changes in the funded status of its post—retlrement benefit plans through

accumulated othcr comprehensive income (Ioss) .
PR

Assets of our qualified pen51on plan are comprised of equity investments of compamcs in the United
States with large and small market capitalizations, flxcd income sccurmes issued by the United States
government, or its agencies, and certain mternatlonal equities. There are no common shares of CIRCOR
International, Inc. in the plan assets. ; '
The expected long-term rate of return on plan assets used to estimate pension expenses was 8.5% for
2006 and 2005. For the gualified 1‘)lan, the discount rate used to estimate the net pension expense for
2006 was 5.5% for the period of January 1, 2006 through June 30, 2006 and 6% for the period from
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July 1, 2006 through D;cc.ember 31, 2006, compared to 5.8% in 2005. For the nonqualified plan, the
discount rate used to estimate the net pension expenses for 2006 was 5. 5% compared to 5.8% in 2005.
The qualified plan was remeasured on March 31, 2006 due to freeze i in pension benefits after July 1,
2006 which has resultcd in the 2006 discount rates to differ between the two plans. The combined cffect
of the discount rate chan; es we utilized for 2006 raised our projected benefit obligation by
approximately $1.5 m1llu)n and raised our 2006 pension expense by approximately $0.1 miilion.

. y
Unrecognized actuariallgains and losses in excess of the 10% corridor are being recognized over
approximately an eleven-year period, which represents the weighted average expected remaining service
life of the employee group. Unrecognized actuarial gains and losses arise from several factors including
experience and assumption charfges in the obligations and from the difference between expected returns
and actual returns on asscts.

The fair value of the défined benefit plan assets at December 31, 2006 exceeded the estimated
accumulated benefit oﬁli;;ations primarily as a result of the historical cash contributions from the
company, and higher }étlxrns on plan assets partially offset by the lower interest rates. See Note (13) to
the consolidated finanélial statements for further information on the benefit plans.

During 2006, we did né)t make any cash contributions to our defined benefit pension plans. In 2007, we
do not expect to make voluntary cash contributions, although global capital market and interest rate
fluctuations will impact future funding requirements.

.
We derive our discouné rate utilizing a commonly known pension discount curve, discounting future
projected benefit obligation cash flows to arrive at a single equivalent rate. For 2007, we utilized 5.8% as
our discount rate for outr pension plans on a weighted average basis given the level of yield on corporate
bond interest rates. ThF effect of the change in the assumed discount rate is expected to lower our .
projected benefit obhganon by approximately $1.5 mllhon and lower 2007 pension expense by
approx1mately $0 1 million.

We will continue to evaluate our expected long-term rates of return on plan assets and discount rates at
least annually and makc adjustments as necessary; such adjustments could change the pension and post-
retirement obligations and expenses in the future, If the actual operation of the plans differ from the
assumptions, additional contributions by us may be required. If we are required to make significant
contributions to fund thc defined benefit plans, reported results could be materially and adversely
affected and our cash ﬂow available for other uses may be reduced.

|
|
|
|
|
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Year Ended December 31 , 2006 Compared to the Year Ended December 31, 2005 .

The following tables set forth the results of operations, percentage of net revenue and the
period-to-period percentage change in certain financial data for the year ended December 31, 2006 and
December 31, 2005: ' ‘

Year Ended
December 31, 2006 December 31, 2005 % Change

. . . {Dollars in thousands}

INEE FEVENMUES -« .. v e e eee e eanassaneansennss $591,711 100.0% $450,531 100.0% 31.3%
CoSt O  TEVENUES + .t vv it iiiein e einennennens 418,803 70.8 317,85¢ 70.6 318
Grossprofit ...t i i i 172,908 292 132,675 294 303
Selling, general and administrative expenses ........ 124,720 21.1 98,040 21.7 272
Special charges . .....ovvvvineeiniiineianenns 678 0.1 1,630 0.4 (58.4)
Operating iNnCome . ......covviieenaneans e 47,510 8.0 33,b05 7.3 43.9
Other (income) expense: . ‘ 1' .
Interest expense, NEt .......ovevenennn.. e 5,117 0.9 2,810 0.6 82.1
Other (income) expense, net ....... s 134 - 144 - (6.9)
Total other expense . ............. e 5,251 0.9 2,954 0.7  .77.8
Income before income taxes ........oovvvninnnn-. 42,259 7.1 7 30,051 6.7 40.6
Provision for INCOMe taXes + .. ocveennnenrarnanens 12,931 2.2 9,668 2.1 338
Net income ,..o.vvuvvrennnnn. e ... $29328 5.0 §20,383 4.5, 43.9%
Net Revenue

Net revenues for the year ended December 31, 2006 increased by $141.2 million, or 31.3%, to $591.7
million, from $450.5 million for the year ended December 31, 2005. The increase in net revenues for the
year ended December 31, 2006 was attributable to the following:

Year Endcd e .
. ) Dgceﬁﬂ_:er 31, December 31, Total Foreign
Segment 2008 20058 Change Acquisitions Operations  Exchange
{In thousands})

Instrumentation & Thermal
Fluid Controls........... A . $312,700 $251,276 § 61,424 $48,966 $10,600 $1,858
Epergy . ..., 279,011 199,255 - 79,756 40,455 33,744 35,557
Total .....oivvveiinnnanen $591,711 $450,531 $141,180 $89,421 $44,344 $7,415

The Instrumentation and Thermal Fluid Controls Products segment accounted for $3% of net revenues
for the year ended December 31, 2006 compared to 56% for the year ended December 31, 2005. The
Energy Products segment accounted for 47% of net revenues for the year ended December 31, 2006
compared to 44% for the year ended December 31, 2005. :
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Instrumcntatlon and Thcrmal Fluid Controls Products revenues increased $61.4 million, or 24%, for the
year cnded December 31 2006 compared to the year ended December 31, 2005. The increase in
revenues was the net res‘ult of several factors. Revenues increased an incremental $35 million from the
February 2006 acqulsltlon of Hale Hamilton and by $13 million from the acquisition of Industria in
October 2005. The two acquisitions were complemented by organic increases in product sales to general
industrial, power generation, aerospace, and chemical processing end markets. Incoming customer orders
increased 6%, excluding Hale Hamilton and Industria, and benefited nearly every business unit, and
many of our businesses benefited from higher selling prices. In 2007, management expects market

|
conditions to remain steady for most of the general industrial, chemical processing and aerospace end

markets sérved by this s‘eg,ment Excluding any 2007 acquisition in this segment we expect a revenue
increase in this segment|approximating § % for the full year 2007 compared to the full year 2006.

: ) . ' o : .
Energy Products revenues increased by $79.8 million, or 40%, for the year ended December 31, 2006
comparcd to the year crid-.,d December 31, 2005. The increase in revenues was the net result of an
incremental $40 mllllon from the February 2006 acquisition of Sagebrush. The added revenues from the
Sagebrush acquisition were complemented by additional organic increases in revenues as an escalation in
worldwide demand for 011 and natural gas motivated producers to increase their drilling, production, and
distribution facilities. Orgamc revenues from our North American operations increased $25 million over
2005, and our Italian su}b.,ldlary, Pibiviesse, increased its revenues $15 million over 20085. Pibiviesse -
continues to be successful in winning and fulfilling orders for large international oil and gas projects, a
majority of which are fdr national energy companies in the Middle East. Looking forward, we expect end
market conditions to re}n.iin solid in 2007 but at a lower rate of growth. After two successive years in
which this segment’s orgamc sales growth was nearly 20% per year, we expect the Encrgy Products

-

Segment to have 2007 saluas growth of 7% to 9%.over 2006.  ° :
. ‘ . ot

Gross Prof' t . ‘

Consolldatcd gross proflt increased $40.2 million, or 30%, to $172.9 mllhon for,the year ended

December.31 2006 compared to $132.7 million for the year ended December 313 2005. Consolidated

gross margin of 29.2% for the year ended December 31, 2006 was a decrease of 20 basis j points from the

prior year .perlod L - : : o '

1

Gross proflt for the InstTrumentauon and Thermal Fluld Controls Products segmcnt increased $16.4
million for the year endz"-:d December 31, 2006 compared to the prior year and was primarily the result of
$12.9 million of mcrcmental gross profit from the February 2006 acquisition of Hale Hamilton. At our
ongoing busmesscs gross profit increased an higher unit volume increases related to market growth and
selective customer price|increases; however, these increases were offset by higher costs. The higher costs
included continuing higher raw material costs, especially stainless steel and nickel-based alloys, and we
were not able,to fully offsct these additional costs via h:gher prices to customers. 'Also, with higher
capacity utlhzatlon at ClIltlcal véndors, we spent additional amounts in 2006 to counteract decreased
vendor responswencss and lengthened lead times to receive certain critical parts. Further, we experienced
lower factory productlwt) from re-organizing production flow in'three of this segmcnt s U.S. plants.
Measures Pemg enactcd} to counter these factors include outsourcing and foreign-sourcing to lower the
cost of goods sold, focu§111g lean manufacturing priorities to achieve more linear and efficient production
levels, and ensuring prc?it:tablc flow of inventory from global suppliers.
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Gross profit for the Energy Products segment increased $23.8 million for the ycaf ended December 31,
2006 compared to the year ended Decernber 31, 2005. The gross profit increase was the net effect of:
$15.5 million from higher sales by existing business units and $8.3 million from the 2006 acquisition of
Sagebrush. The operational improvements that have led to the increase in gross profit from our ongoing
businesses.included: higher unit shipments to meet the strong global demand, customer price increases,
savings from facility consolidations in 2005, further increases in foreign- sourcmg Wthh helped 10 lower

cost of goods sold, and improved linearity in producuon activities. "

Selling, General and Admmistratwe Expenses

Selling, peneral and admlmstratlve expenses increased $26.7 million, or 27%, to $124 7 million for thc
year ended December 31, 2006 compared to $98.0 million for the year ended December 31, 2005.
Selling, general and administrative expenses were 21.1% of revenues for the year ended December 31,
2006, a decrease of 70 basis pomts from 2005. '

Selling, general and admlmstratlvc.-expcnses for the Instrumentation and Thermal Fluid Controls
Products segment increased by $17.4 million, including $8.9 million of incremental expense from our
February 2006 acquisition of Hale Hamilton, In addition, certain of our ongoing businesses invested in
sales efforts and product engineering in 2006 to pursue saics-prospccts in fast growing geographies and
key customer projects. . S . "

4
¥

Selling, general and administrative expenses for the Energy Products segment increased $7.3 million,
including $4.2 million of incremental expense from our February 2006 acquisition of Sagebrush. This
segment also incurred higher commissions and selling expense related to its nearly 20% organic revenue
growth and its near record backlog of $172 million as of December 31, 2006.

Corporate general and administrative expenses increased $1.8 million to $15.9 million for the year ended
December 31, 2006 compared to $13.9 million the prior year, The majority of the net increase from
2005 was from higher stock-based compensation costs. We adopted the new accounting pronouncement,
(FAS 123(R)) effective January 1, 2006, requiring the expensing of stock options. The impact of this new
accounting pronouncement was an additiona! pretax expense of $1.2 million or $0.05 per diluted share
in 2006. We also incurred an incremental pretax cost of $0.7 million or $0.03 per diluted share for
restricted share units granted in 2006. Other corporate expense increases for staffing were offset by
reductions in consulting fees, variable compensation costs and audlt fees.

Special Charges -

Special charges of $0.7 milljor'l were recognized for the year ended December 31, 2006 compared to $1.6
million for the year ended December 31, 2005. The special charges recognized as of year ended
December 31, 2006 related to a pension curtailment charge of $0.4 million incurred in connection with
the freeze of our qualified noncontributory defined benefit plan, and in our Energy Products segment,.
severance charges of $0.2 million incurred in closing an assembly operation and $0.1 million related to a
write down of an asset classified as held for sale,. '
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Operating Income

The change in operatlné income for the year ended December 31,2006 compared to the year ended
December: 31, 2005 was as follows: '

Year Ended | -

!_ December 31, December 31,  Total i Foreign .
Segment ‘ 2006 2005 Change  Acquisitions Operations Exchange

. b : LEL . (fn thousands) ' -
Instrumentation & Thermal Fluid ST - .

Control$“.........| . h. $27,658  $27,842 § (184). $4;815 = $(5,150) $ 151
Enetgy ... ooinon. . 1 e 36,102 = 1%9,081.+.17,021 4,117 11,916 988
Corporatel‘ ........... L {16,250) {13,918) £2,332) - 12,324) (8)
Total ... ' .......... . NP <$t47,510 «$ 33,005 $14,505 - $8,932 - $ 4442 $1,131

Operating 1 income mcreased $14.5 mllhon or 44% to $47 .5, m1lhon for the year endcd December 31,
2006 from]$33 0 rmlhon for the year ended December 31, 2005, on a 31% increase in revenues in 2006

Operating %ncome for the Instrumentation and Thermal Fluid Controls Products segment for the year

- ended Decémber 31, ZOQ6 was essentially unchan'ged from 2003, as its operating margin decreased 230
basis points to 8.8% in 2006 on a revenue increase of 24% compared to 2005, Results from operations
were net of the decreased profitabnhty in certain of our ongoing business that was offset by the
mcremental earnmgs fror‘n our February 2006 acquisition of Hale Hamilton and the October 2005
acquisition of Industria. Our ongoing businesses in this segment were hampered by higher raw material
Costs, espeaally stainless stcel, unforeseen costs to counteract decreased vendor responswcness, and
lower factory productivity. '

bo -
I\

Opermng mcome for the Energy Products segment increased $17 0 mllhon, or 89% for the » year ended
December 31 2006, as its operating margin increased 330 basis points to 12.9% in 2006 on a revenue _
increase of 40% compared to 2003. Its increased operating income benefited from a higher volume of
shipments; savmgs from fac ility consolidations in 2005; price increases to customers; further forelgn
sourcing that reduced cost of goods sold; as well as the incremental contribution from our 2006
acquisition of Sagebrush. 1

1 . ‘ ) S

Interest Expense. Net : ) L !

Interest expense, net, mcreased $2.3 million to $5.1 mrlhon for the year ended December 31, 2006
compared to approximately $2.8 million for the year ended December 31, 2005. The increase in interest
expense, net was prxmanly due to borrowings from our revolving credit facility, to fund the cash
purchases of two acqulsltlous in February 2006, partially offset by the $15.0 million lower outstanding

balance of our 8.23% senfor unsecured notes since the principal payment in October 2005 and final
prmcrpal payment in Octaber 2006.,

il
Provision fon Taxes

o ':
- The eftective; tax rate was 30.6% for the year ended December 31, 2006 which was a 1.6% decrease
from 32.2% for the year ended December 31, 2005. This effective tax rate reduction is due to highet
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domestic and international tax benefits and credits in 2006 including legislation that passed in November
2006, which extended the research credits retroactive to January 2006. The increase in income taxes in
the year ended December 31, 2006 compared to the year ended December 31, 2005 was due to higher
income before income taxes offset by the lower 2006 tax rate.

Net Income

Net income increased $8.9 mitlion or 44% to $29.3 million for the year ended December 31, 2006 on a
319 increase in revenues, compared to 2005. This net increase is primarily attributable to: incremental

profit from acquisitions, the increased profitability of our Energy Products segment, and a lower income
tax rate, all of which were partially offset by higher corporate expenses and interest expense.

Year Ended December 31, 2005 Compared to the Year Ended December 31, 2004

The following tables set forth the results of operations, percentage of net revenue and the
period-to-period percentage change in certain financial data for the year ended December 31,2005 and
December 31, 2004: ' g

Year Ended
December 31,2008 December 31,2004 % Change

(Dollars in thousands)

NEt FEVENUES « . v v vvvvrennonnneenenons [ $450,531 100.0% $381,834 100.0% 18.0%
COSE Of LEVENMUES «+ v v v e enre e anneeenreennenns 317,856 70.6 274,265 71.8 159
GrOSS PrOFIt - .o v v eeeeneeninannn Le.. 132,675 294 107,569 282  23.3
Selling, general and administrative expenses ........ 98,040 21.7 85,332 223 14.9
Special charges .......covevnuiiiiiieniieiians 1,630 0.4 303 0.2 4379
Operating income . ......c.oovenes e . 33,005 7.3 21,934 5.7 50.5
Other (income) expense: ' ' ! ]
INterest EXPENnSe, MEL .. veuereneurenernnnen 2,810 0.6 3,690 1.0 (23.8)
Other (income) expense, net . . . .. P e 144 - (234) (0.1) (161.5)
Total otherexpense . .....ovvviiviriiosenes 2,954 0.7 3,456 0.9 {14.5)
Income before iNCOME TAXES « v\ v vvvvenneenneonees 30,051 6.7 18,478 4.8 62.6
Provision for inCOME taxes .. ...ovvu v vevarnnn-- 9,668 pa| 6,675 1.7 44,8

Netincome .......ccovvvivunann AN oo $020,383 45 § 11,803 3.1 72.7%
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Net Revenue

Net revenues for the year ended December 31, 2005 increased by $68.7 million, or 18.0%, to $450.5
million from $381.8 million for the year ended December 31; 2004. The increase in net revenues for the
year ended December 31, 2005 was attrlbutablc to the following: - ! )

| ' ‘ '

. e -

! i Year Ended . ) P
1, December 31, December 31,  Total Foreign
Sim_c_nt‘ 2005 - 2004 | Change  Acquisitions Operations Exchange
. ' {In thousands) * : .
Instrumentation & Thermal Fluid . . : X
Controls . ...voovbooei . “$251276  $218,656 $32,620 $22,782 $10,298  $(460)
Energy . . ] ......... 199,255 163,178 36,077 4,858 - 30,698 521
Total . . UUTRITE SRR $450,531 $381,834 $68,697 $27,640 $40,996 $ 61

The Instrumentation and Thermal Fluid Controls Products segment accounted for 56% of net revenues
for the year ended Decel:mber 31, 2005 compared to 57% for the year ended Décember'31; 2004. The
Energy Products scgmelnt accounted for 44% of net revenues for the year ended December 31, 2005

~ compared to 43% for the year.ended December 31, 2004,

Instrumcntatlon ancl Thermal Fluld Controls Products revenues increased $32.6 mllhon or 15.0%, for
the year cnded Dcccmbcr 31, 2005 compared to the year ended December 31, 2004, The i increase in
-revenues was the net result of several factors. Revenues increased an incremental $18.6 million ‘from the
January 2005 acquisiti(;)n of Loud and by $4.2 million from the acquisition of Industria in October 2005.
The acquisitions were complemented by additional organic increases in product sales 1o general
industrial and chemical processing end markets. Incoming orders increased 5.8%, excluding Loud and
Industria, and benefntcd nearly every business unit stemming largely from higher. selling prices instituted
by the businesses in the second half of 2004 and in 2005, During mid 2005, we cxpcncnccd a softening
in the commeraal HVA( pro;ects market negatively i lmpactmg our Thermal Fluld Products group.

Encrgy Products revenues increased by $36 1. mllhon or 22.1%, for the year ended Deccmber 31, 2005
compared to the year c‘ndcd December 31, 2004. A portion of thc increase in revenues was the ner result
of an 1ncremcntal $4.9|million from the April 30, 2004 acquisition of Mallard. The acquisition impact
also was complemcnted by additional organic increases in revenues as an escalation in worldwide
demand for oil and nat;ural gas motivated producers to increase their drilling, production, and
disteibution facilities. Revenues from our North American operations increased $10.3 million over 2004,
and our I!talian subsidiary, Pibiviesse, increased revenues $20.4 million over 2004. Pibiviesse continues to
- be successful in winning and fulfilling orders for large international oil and gas projects, a majority of
which are for national energy companies in the Middle East. ! ' b

Gross Profit ' : :

Consolidated gross profit increased $25.1 million, or 23.3%, to $132.7 million for the year ended
December 31, 2005 co{mparcd to $107.6 million for the year ended December 31, 2004, Consolidated
gross margin of 29.4% for the year ended December 31, 2005 was an increase of 120 basis points from
the prior year pcr{od.
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Gross profit for the Instrumentation and Thermal Fluid Controls Products scgmeﬁt increased $9.2
million for the year ended December 31, 2005 compared to the prior year and was primarily the result of
two factors: $8.0 million primarily from the incremental contribution of the 2005 acquisitions of Loud
and Industria, and $1.2 million due to the net benefit of higher volume of shipments and customer price
increases partially offset by higher raw material costs, especially stainless steel, unforeseen costs from

decreased vendor responsiveness, and lower factory productivity.

Gross profit for the Energy Products segment increased $15.9 million for the year ended December 31,
2005 compared to the year ended December 31, 2004, The gross profit increase was the net effect of:
$8.1 million from the higher sales volume and related customer pricing increases, net of additional
operating costs to regain manufacturing productivity in our Oklahoma City plant after the summer and
fall 2005 consolidation of two other U.S. plants into that facility, selected raw material shortages; a $6.2
million charge in the fourth quarter of 2004 primarily for slow-moving inventory fthat was not incurred
in 2005, and $1.9 million from the April 2004 acquisition of Mallard. '

Selling, General and Administrative Expenses . ‘ . |

Selling, general and administrative expenses increased $12.7 million, or 14.9%, to $98.0 million for the
year ended December 31, 2005 compared to $85.3 million for the year ended December 31, 2004.

Selling, general and administrative expenses for the Instrumentation and Thermal Fluid Controls
Products segment increased by $4.4 million primarily as a result from incremental expense from our
2005 acquisitions of Loud and Industria. ' '

Selling, general and administrative expenses for the Energy Products segment incréased $5.2 million,
including $1.2 million from incremental expense from our April 2004 acquisition of Mallard, and $3.8-
million in higher expenses in our other ongoing businesses for increased sales personne! plus higher
commissions and variable compensation. ' C B

Corporate general and administrative expenses increased $3.1 million to $13.9 million for the year ended
December 31, 2005 compared to $10.8 million the prior year. The increase was primarily from higher
compensation related costs, staffing, project consulting fees, and corporate dcvelo;l)mcnt expenses.

4

Special Charges

Special charges of $1.6 million were recognized for the year ended December 31, 2005 compared to $0.3
million for the year ended December 31, 2004. The special charges recognized in the year ended
December 31, 2005 primarily related to severance charges of $1.7 million incurred in connection with
our announced consolidation and reduction in force at our Mallard, SART and European -
Instrumentation businesses, offset by the release of a $0.1 million accrual for facility closure related costs
recorded in 2004,
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Operatmg Income ’
The change in operatmg income for the year ended December 31, 2005 compared to the year ended

December 31 2004 was as follows:
|

[ T Year Ended oo '
December 31, December 31,  Total A Foreign
Segment | - ' 2005 2004 " Change  Acquisitions Operanons Exchangc
‘ b | ‘ ([n thousands)

Instrumentation & Thermial Fluid . ' !
(Johtrols Ll $27.842 0 $23.971 § 3,872 $4,059 $ (433)  $246
ERergy .beneenns.. b, .. 19,081 8,793 10,288 710 9471 108
Corporatc ......... T (13,918)  (10,830)  (3,089) - (3,089) ~
Total .. .......... l ......... $ 33,005 $21,934 | $11,071  $4,769 $5,949° $354

Opcrating income increased $11.0 million, or 50.5%, to $33.0 million for the year ended December 31,.

2005 from $21.9 millic%n for the year c'nded- December 31, 2004. - N E “e

4
Operatmg income for tbe Instrumentation ancl Thermal Fluid Controls Products ‘segment for the year
ended December 31, 2005 increased $3.9 million. The increase included the acquisitions of Loud and
Industria, customer price increases that became effective in the second half of 2004 and during 2005,
savings from facility cl(ljsings completed in the first half of 2004, and was partially offset by the sale of
higher cost inventory containing stainless steel and related specialty alloys, unforesccn costs from

decreased vendor performance, and lower factory productivity,

Operating income for tl‘le Energy Products segment increased $10.3 million, or 117% for the year ended
December 31, 2005, prlmarlly due to a $6.2 million charge in the fourth quarter of 2004 primarily
related to charges in warchousing and inventory carrying practices, higher volume of shipments by the
North American and P1b1v1esse business units, the incremental contribution from the April 2004 Mallard
acqunsmon partially offsct by hnghcr expenses in our ongoing businesses for increased sales personnel
plus higher commissions and variable compensation. ‘

Intérest’EXpenSe, Net l

Interest expcnse, net, dccrc ased $0.9 million to $2.8 million for the year ended December 31, 2005
compared to approxunately $3.7 million for the year ended December 31, 2004, The reduction in net
interest expense was prim: wrily due to the $15.0 million lower outstanding balance'of our senior unsecured
notes since the pr1nc1pal payment in October 2004, partially offset by lower i mterest income in 2005
associated with lower invested cash, cash equivalents and investments in 2005 as compared to 2004,
Provision for Taxes ! ' o

1

The cffectwe tax rate was 32, 2% for the year ended December 31, 2005 whlch was a 3. 9% dccrcasc
from the 36.1% used for the year ended December 31, 2004. This effective tax rate reduction is due to’
higher domestic and mtcmatlonal tax benefits and credlts in 2005. The increase in income taxes in the
year ended December 31 2005 compared to the year ended December 31, 2004 was due to higher
income before income taxes this year offset by.the lower tax rate. '
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Net Income

Net income increased $8.6 million to $20.4 million for the year ended December 31, 2005 compared to

$11.8 million for the year ended December 31, 2004. This net increase is primarily attributable to the
2004 after tax charge for inventory of $4.3 million related to changes in our warehousing and inventory
carrying practices, incremental profit from acquisitions, customer price increases, hlgher volume
shipments, cost reductions from closed, facilities, a lower income tax rate and lowér net interest expense
offset by the sale of higher cost inventory containing stainless steel and related spcc1alty alloys,
production difficulties as we implement lean manufacturing processes and consolidate facilities,
unabsorbed manufacturing costs resulting from inventory reductions, unforeseen costs from'decreased .

vendor performance, and higher sefling, commissions and corporate expenses.
Hlg, COTL !

Liquidity and Capital Resources f - I

Our llqmdlty needs arise pnmanly from capltal investment in machinery, eqmpment and the
improvement of facilities, funding working capital requirements to support busme‘ss growth i initiatives,
acquisitions, dividend payments, pension funding obligations and deb service cost We continue to
generate cash from operations and remain in a strong financial p031t10n, w1th resources available for
reinvestment in existing businesses, strategic acquisitions and managmg our capltal structure on a short

and long term basm '

The following table summarizes our cash flow activities for the periods indicated (In thousands):
- - . L ’ ' , .

i Year Ended .
! December 31,
o o e 2006 - 2005

Cash flow provided by (used in): ) . ' '
Operating activities ... .......... e R eiivese.. §29,858 §45,326
' Investing activities ... ... e e . (68,239) (60,899)
Financing activities .........eoveeces.. AR B ST La. 34,148 (10,304)
Effect of exchange rates on cash balances . ........ e : 1,773 (1,664)
Decrease in cash and cash equivalents ....... ... ..o il L$ (2,460) ${27,541)

During the twelve months ended December 31, 2006 we generated $29.9 m1ilmnF in cash flow from
operating activities which was $15.5 million less than the cash flow generated during the twelve months
ended December 31, 2005, primarily due to increases in working capital to suppolrt our 60% increase in
orders and 31% increase in revenues in 2006 compared to 2005. The $68.2 ‘million used by investing
activities included $61.1 million for two acquisitions in February 2006, $51 million for Hale Hamilton
and $10 million for Sagebrush; and $9.9 million used for the purchase of capital equipment. Financing
activities prov1ded $34.1 million which included: a net $30.4 million of debt borrowings and $6.2
million of proceeds from the exercise of share-based compensation and related i mcome tax effects offset

by $2.4 million used to pay dmdends to shareholders. | . ;

As part of the net $30 4 miltion of debt borrowings, we borrowed $61.0 million from our revolving '
credit facility in February 2006 to fund the acquisitions of:Hale Hamilton and Sagebrush We also
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borrowed from this. revo1v1ng credit facility during 2006 to fund domestic working capital needs. [n
2006, we made the last principal payment of $15 million of our $75 million 8.23% senior notes and we
also paid off a $7.5 mllllon variable rate industrial revenue bond. As of December 31, 2006, total debt

was $64.8 million. Total debt as a percentage of total shareholders equity was 18% as of December 31,
2006 compared to 10. 8% as of December 31, 2003.
In Dccembcr 2005, we Entered into a new five-year, unsecured bank agreement that provided a $95
million revolving creclit1 facility and we terminated the previously available $75 million revolving credit
facility. In October 2006 we amended our credit agreement to increase the unsecured revolving credit
facility to $125 m11110nl The $125 million revolving credit facility is available to support our acquisition
program, working cap:gal requirements and general corporate purposes. At December 31, 2006, we had
borrowings of $58.5 mi‘llion outstanding under our revolving credit facility. ;
Certain of our loan agrécments contain covenants that require, among other items, maintenance of
certain financial ratios and also limit our ability to: enter into secured and unsecured borrowing
arrangements; issuc dividends to shareholders; acquire and dispose of businesses; transfer assets among
domestic and international entities; participate in certain higher yielding long-term investment vehicles;
and issue additional sharcs of our stock. We were in compliance with all covenants related to our
existing debt obhgauons at December 31 2006 and December 31, 2005.

|
The ratio of current asscts to current liabilities was 2.0:1 at December 31, 2006 and 1.9:1 at

December 31, 2005. Cash and cash equivalents were $28.7 mllllon as of December 31, 2006 comparred
to $31.1 rrulhon as of Dec:f'mbcr 31, 2005..

In 2007, we expect cash ﬂow from operating activities to be between $55 million to $60 million, with
expected uses for capitallexpenditures of nearly $15 million, $20 million for payments to reduce our
outstanding revolving cn]:dlt facility balance and dividends approximating $2.5 million based on our
current dmdend practice of paying $0.15 per share annually, Based on our expected cash flows from
operations, available crcdlt facilities, and ability to further leverage the balance sheet we expect to have
sufficient llqmdlty to fund working capital needs and future growth. We continue to search for strategic

acquisitions in the flow c!ontrol market. A larger acquisition may reqmrc additional borrowings and or
the issuance of our common stock.
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The following table summarizes our significant contractual obligations and commcr(:lal commitments at
December 31, 2006 that affect our llqmdlry '

Payments due by Period

Less Than 1- 3: 3-5

(In thousands) Total 1 Year Years Years Thereafter
Contractual Cash Obligations: : ' '
Notes payable .................c0v0ts e $ 216 § - $ 216 $ - § -
Current portion of long-term debt ........ e 415 415 - - - ~
Total short-term borrowings .......... R 631 415 - 216 . - -
Long-term debt, less current portion ........... T 64,195 - . 430 58,494 5,271
Interest paymentsondebt ...... ... ..., el 16,452 3,695 7,304 3,628 1,825
Operatingleases. . ........cooviaviiiiinnnne. 12,849 5,151 6,462 1,119 117
Total contractual cash obligations ... .: e $ 94,127 $ 9,261 $14,412 $63,241 37,213
Other Commercial Commitments: o _' '
U.S. standby letters of credit ......... P .. § 3,016 $298 $ 30 % - § -
International standby letters of credit . .......... 25,277 18,379 1,442 5,456 -
Commercial contract commitments ...... T 77,397 73,731 1,805 552 1,309
Total commercial commitments ............... $105,690 $95,096 § 3,277 $ 6,008 $1,309

1

The most significant of our contractual cash obligations at December 31, 2006 related to our revolving
credit facility totaling $58.5 million. The interest on the revolving credit facility, as well as interest on
certain of our other debt balances, with scheduled repayment dates between 2007 and 2019 and interest
rates ranging between 3.80% and 8.98%, have been included in the Interest Payments on Debt line
within the Contractual Cash Obligations schedule.

The most significant of our commercial contract commitments includes approximately $73.5 million of
commitments related to open purchase orders. All but approximately $0.5 million of these open purchase
orders are not expected to extend beyond 2007. As of December 31, 2006 we did not have any open

purchase order commitments that extend beyond 2009. '

We did not contribute to our pension plan trust during the fiscal year ended December 31, 2006
compared to a contribution of $2.0 million during the fiscal year ended December 31, 2005. We do not
expect to make plan contributions for 2007. The estimates for plan funding for future periods may
change as a result of the uncertainties concerning the return on plan assets, the number of plan
participants, and other changes in actuarial assumptions, '

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements, other than operating leases, that have or are reasonably
likely to have a current or future effect on our financial condition, changes in fi;nancial condition,
revenues or expenses, results of operations, liquidity, capital expenditures, or capital resources that is
material to investors. :

a0




New Accounting Stand?rds ‘ .

“Accounting for Uncer‘i‘a.fnty in Income Taxes,” which prescribes a recognition threshold and
measurement process for recording in financial statements uncertain tax positions taken or expected to
be raken in a tax return' Additionally, FIN No. 48 provides guidance on the derecognition, classification,
accounting in interim perlods and disclosure requirements for uncertain tax positions. The accounting
provisions of FIN No. 48 will be effective for annual periods beginning after December 15, 2006. We
have adopted FIN No.48 as of January 1, 2007. The adoption will not have a material impact on our
financial statements, |

; | ’
In September 2006, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin
No. 108 ("SAB 1087} bue to diversity in practice among registrants, SAB 108 expresses SEC staff views
regarding the process by which misstatements in financial statements are evaluated for purposes of
determining whether financial statement restatement is necessary. SAB 108 is effective for fiscal years
ending after November;15, 2006. SAB 108 did not have a material impact on our results from operations
or financial position, | :
In Scptcmber 2006, the FASB issued Statement No. 158, Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and
132(R} (“Statement 158”) Among other items, Statement 158 requires recognition of the overfunded or
undcrfunded status of an entity’s defined benefit postretirement plan as an asset or liability in the
financial statements, requares the measurement of defined benefit postretirement plan assets and
obllganonls as of the end of the employer’s fiscal year, and requires recognition of the funded status of
defined benefit postretirement plans in other comprehensive income. Statement 158 is effective for fiscal
years ending after December 15, 2006. We adopted Statement 158 as of December 31,2006. A $0.7
million corresponding c;h:u-ge, net of tax, was recorded to other accumulated comprehensive income.

~

Item 7A. Quantitative and Qualitative Disclosures Ahout Market Risk

Market Risk

The oil and gas markets historically have been subject to eyclicality depending upon supply and demand
for crude oil, its derivatives and natural gas. When oil or gas prices decrease expenditures on
maintenance and repair decline rapidly and outlays for exploration and in-field drilling projects decrease
and, accordingly, dcmahcl for valve products is reduced. However, when oil and gas prices rise,
maintenance and repalr activity and spending for facilities projects normally increase and we benefit
from increased demand for valve products. However, oil or gas price increases may be considered
temporary in nature or.not driven by customer demand and, therefore, may result in longer lead times
for increases in petrochemical sales drders. As a result, the timing and magnitude of changes in market
demand for oil and gas;valve products are difficult to predict. Similarly, although not to the same extent
as the oil and gas markct-,, the general industrial, chemical processing, aerospace, military and maritime
markets have hlstoncally experienced cyclical fluctuations in demand that also could have a material
adverse effect on our btﬂlsmess, financial condition or results of operations.

L
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Interest Rate Sensitivity Risk

" As of December 31, 2006, our primary interest rate risk is related to borrowings under our revolving

credit facility and our industrial revenue bond. The interest rates for our revolvmg credit facility and
industrial revenue bond fluctuate with changes in short-term borrowing rates. We had $58.5 million
borrowed under our revolving credit facility as of December 31, 2006. Based upon expected levels of
borrowings under our revolving credit facility in 2007 and our current balance for our industrial revénue
bond, an increase in variable interest rates of 100 basis points would have an effect on our annual results
of operations and cash flows of approximately $0.5 million.

Foreign Currency Exchange Risk

We use forward contracts to manage the currency risk related to certain business %ransactions
denominated in foreign currencies. Related gains and losses are recognized when hedged transactions
affect earnings, which are generally in the same period as the underlying foreign currency denominated
transactions. To the extent these transactions are completed, the contracts do not subject us to significant
risk from exchange rate movements because they offset gains and losses on the rclatcd foreign currency
denominated transactions. As of December 31, 2006, we had forward contracts to sell currencies with a
face value of approximately $0.6 million. The net unrealized losses attributable to foreign currency
forward contracts at December 31, 2006 were less than $0.1 million. The counterparties to these
contracts are major financial institutions. Qur risk of loss in the event of non-performance by the
counterparties is not significant. !

{

We do not use derivative financial instruments for trading purposes. Risk management strategies are
reviewed and approved by senior management before implementation.’

[ . Y
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Item 9. Changesin ai.'nd Disagreements with Accountants on Accounting and Financial Disclosure

None :

b i

ltem 9A." Controls an;d Procedures

Ny . E ;
Evaluation of Disclosure Controls and Procedures K S '.

Our Chief Executive Officer and Chief Financial Officer (our principal executive officer and principal
financial officer, respecj:tively) have evaluated the effectiveness of our disclosure controls and procedures
(as defined in Rules 13a-15(e) and 15d-15(e} of the Securities Exchange Act of 1934} as of the end of the
period covered by this annual report on Form 10-X. Based on this evaluation, our principal executive
officer and principal financial officer have concluded that, as of the end of the period covered by this
report, the Company’s disclosure controls and procedures were effective to give reasonable assurance
that information we disclose in reports that we file or submit under the Securities and Exchange Act of
1934 is accumulated and communicated to management including our principal executive and financial
officers, 1o allow timely decisions regarding disclosure and that such information is recorded, processed,
surnmarized and repor]pcd, within the time periods specified in the Securities and Exchange Commission’s
rules and forms. I L ’ : .

Changes in Internal Control Over Financial Reporting |
1‘ .

e g . . . Lt > . .
There were no significant changes in our internal control over financial reporting that occurred during
the quarter ended December 31, 2006 that could materially affect, or are reasonably likely to materially
affect, our internal con:trol over financial reporting.
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Management’s chort on Internal Control Over Firiancial Reporting |

Our management is responsible for establishing and maintaining adequate internal.control over financial
reporting, as such term is defined in Exchange Act Rule 13a-15(f) and 15d-15(f). U;nder the supervision
and with the participation of our management, including our principal executive officer and principal |
financial officer, we conducted an evaluation of the effectiveness of our internal control over financial

. reporting based on the framework in Internal Control ~ Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission. Based on our evaluation under the
framework in Internal Control - Integrated Framework, our management concluded that our internal
control over financial reporting was effective as of December 31, 2006. Management’s evaluation of
internal control over financial reporting as of December 31, 2006 excluded an evaluation of the internal
control over financial reporting of Hale Hamilton and Sagébrush which we acquired in February 2006.
Hale Hamilton and Sagebrush’s combined total revenues of $75.9 million and total assets of $104.7
million are included in the consolidated financial statements of the Company and its subsidiaries as of
and for the year ended December 31, 2006 ' !

+

Our management’s assessment of the effectiveness of our internal control over fmanc1al reporting as of -
December 31, 2006 has been audited by KPMG LLP, an independent registered publxc accounting firm,
as stated in their report which is included herein. '

ftem 9B. Other Information

None .o . ' : !

Part llI

Item 10. Directors and Executive Officers of the Registrant

The information appearing under the sections “Information Regarding Directors” and “Information
Regarding Executive Officers” in our Definitive Proxy Statement relating to the Annual Meetmg of
Stockholders to be held on May 2, 2007 is incorporated herein by reference.

Item 11. Executive Compensation

The information appearing under the section “Executive Compensation” in our Definitive Proxy -
Statement relating to the Annual Meeting of Stockholders to,be held May 2, 2007 is incorporated herein
by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information appearing under the section “Security Ownership of CIRCOR Common Stock by
Certain Beneficial Owners, Directors and Executive Officers of the Company” in our Definitive Proxy
Statement relating to the Annual Meeting of Stockholders to be held May 2, 2007 is incorporated herein
by reference.
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|
ltem 13.; Certain Relationships and Related Transactions, and Director Independence

The information appeallring under the section “Certain Relationships and Related Transactions” in our
Definitive Proxy Statement relating to the Annual Meeting of Stockholders to be held May 2, 2007 is
incorporated herein by reference. : ‘

. f
ltem 14., Principal Acfcountant Fees and Services

This information appe%ring under the section “Principél Accountant Fees and Services” in our Definitive
Proxy Statement relating to the Annual Meeting of Stockholders to be held May 2, 2007 is incorporated
herein by reference.

|
: : Part IV

Item 15, Exhlblts and Financial Statement Scheclules
(a¥(1) Fmancaal Statemt*nts . . ' \

The financial statements filed as part of thie report are llstcd in Part IL, Trem 8 of this report on the Index
to Consohdatcd Financial Statements. o

] ' - N '.
(a)(2) Filnancial Stater:nentSChedules ' : o

I
}

o Page

Schedulc 11 Valuation and Qualifying Accounts for the years ended December 31, 2006, 2005 and
2004 ...l e e e R 94

f e

All schcdulcs for Wthl{ provision is made in the applicable accountmg regulations of the Security and

Exchange Commlssmnj are not required under the related instructions or are not material, and therefore

have been omitted. |
! ' o

(a)(3) Exhibits |

Exhibit i
i

No. - Description and Locatdon

2 "Plan of Acqulisition, Reorganization, 'Arrangement, Liquidation or Suc'c_css.ion:

2.1 Distribution’' Agreement between Watts Industries, Inc. and CIRCOR International, Inc. dated
as of October 1, 1999, is incorporated herein by reference to Exhibit 2.1 to Amendment No.
2to CIRCIOR International, Inc.’s Registration Statement on Form 10, File No. 000-26961
(“Form 107}, filed with the Securities and Exchange Commission on October 6, 1999

. (“Amendmcnt No. 2 to the Form 107).
3 Artlcles of Inrcurporatlon and By-Laws: ‘
3.1 The Amended and Restated Certificate of Incorporation of CIRCOR International, Inc. is

mcorporatecl herein by reference to Exhibit 3.1 to the Form 10.
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Exhibit

3.2

3.3

4.2

4.3

10
10.1

10.2

10.3 -

10.4

Descnption and Location ) i

The Amended and Restated By-Laws of CIRCOR -International, Inc. are mcorporated herein
by reference to Exhibit 3.2 to the Form 10, -

Certificate of Designations, Preferences and Rights of a Series of Preferred Stock of CIRCOR
International, Inc. classifying and designating the Series A Junior Participating Cumulative
Preferred Stock is incorporated herein by reference to Exhibit 3.1 to CIRCOR International,
Inc.’s Registration Statement on Form 8-A, File No. 001- 14962 filed w1th the Securities and
Exchange Commission on October 21, 1999 (“Form 8-A”). i

Instruments Defining the Rights of Security Holders, Including Debentures:

Shareholder Rights Agreement, dated as pf September 16, 1999, between CIRCOR
International, Inc. and BankBoston, N.A., as Rights Agent is incorporiat_ccl herein by
reference to Exhibit 4.1 to the Form 8-A. . !

Agreement of Substitution and Amendment of Shareholder Rights Agen'ii Agreement dated as
of November 1, 2002 berween CIRCOR International, Inc. and Amerlican Stock Transfer
and Trust Company is incorporated herein by reference to exhibit 4.2 on Form 10-K, File
No. 001-14962, filed with the Scciiritics and Exchange Commission _o:n March 12, 2003.

Amendment to Sharcholder Rights Agent Agreement dated as of Novermiber 2, 2006 between
CIRCOR International, Inc. and American Stock Transfer and Trust ;Cliompany is
incorporated herein by reference to exhibit 4.3 on Form 8-K, File No. 001-14962, filed with .
the Securities and Exchange Commission on November 2, 2006.

Voting Trust Agreements: .- o .o l

The Amended and Restated George B. Horne Voting Trust Agrccment 1997 dated as of
September 14, 1999 is incorporated herein by reference to Exhibit 9. 1 to Amendment No. 1
to the Form 10, filed with the Securities and Exchange Commissmn on Septembcr 22,1999
(“Amendment No. 1 to the Form 10”). ‘ 'l

|

Material Contracts: :

- i

CIRCOR International, Inc. 1999 Stock Option and Incentive Plan is inForporatcd herein by
reference to Exhibit 10.1 on Form 10, filed with the Securities and Exchange Commission
on September 22, 1999 (“Amendment No. 1 to the Form 10”).

Form of Incentive Stock Option Agreemcnt under the 1999 Stock Option and Incentive Plan is
incorporated herein by reference to Exhibit 10.2 to Amendment No. 1 to the Form 10,

Form of Non-Qualified Stock Option Agreement for Employees under the 1999 Stock Option
and Inéentive Plani {Five Year Graduated Vesting Schédule) is mcorporatcd hcrem by
reference to Exhibit 10.3 to‘Amendment No. 1 to the Foim 10. ' : '

' Form of Non-Qualified Stock Option Agreement for Employecs under the 1999 Stock Option

and Incentive Plan {Performance Accelerated Vesting Schedule) is inciarporatcd herein by
reference to Exhibit 10.4 on Form 10-12B/A, File No. 000 - 26961, filed with the Securities
and Exchange Commission on September 22, 1999 (“Amendment N(f). 1 to the Form 107),

r- L
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Exhibit
No.

10.5

10.6.

10.7

10.8

10.9

10.10 .

10.11

10.12

10.13

Description and Location

i
|
|
|
|
|
n

. Form of Non -Qualified Stock Option Agreement for Independent Directors under the 1999

Stock Op'tu)n and Incentive Plan is incorporated herein by reference to Exhibit 10.5 on
Form 10-12B/A, File No. 000 — 26961, filed with the Securities and Exchange Commission
on September 22, 1999 (“Amendment No. 1 to the Form 10”).

CIRCOR International, Inc. Management Stock’ Purchase Plan is incorporated herein by

reference ito Exhibit 10.6 on Form 10-12B/A, File No. 000 - 26961, filed with the Securities

and Exchange Commission on September 22, 1999 (“Amendment No. 1 to the Form 107),

1 t
Form of CIRCOR International, Inc. Supplemental Employee Retirement Plan is incorporated
herein by!rcference to Exhibit 10.7 on Form 10-12B/A, File No6. 000 — 26961, filed with the
Securities and Exchange Commission on September 22, 1999 (“Amendment No. 1 to the
Form 107).

* Létter of Cr’edit' Reimbursement and Guaranty Agreement dated as of March 3, 2004 among

Leslie Controls Inc., as Borrower, CIRCOR International, Inc as Guarantor, and Sun Trust
National B ank as Letter of Credit Provider thereto is incorporated herein by reference to .

. Exhibit 10 31 on Form 10-K, File No. 001-14962, filed with the Securities and Exchange
Commission on March 15, 2004. : -

Loan Agreement between Hillsborough County Industrial Development Authority and Leslie
Cr::entrols,l Inc. dated July 1, 1994 is incorporated herein by reference to Exhibit 10.15 on
. Form 10- K File No. 000 ~ 14787, filed with the Securities and Exchange Commiissicn on
) September 26, 1994,

Trust Indenture from Hillsborough County Industrial Development Authority to The First
National B.mk of Boston, as Trustee, dated July 1, 1994 is incorporated herein by reference

‘to Exhlblt 10.17 on Form 10-K, File No. 000 —~ 14787, filed with the Securities and
Exchange Commission on September 26, 1994,

- Form of Indemmflcanon Agreement between CIRCOR International, Inc. and its Officers and

Dlrectors{dated November 6, 2002 is incorporated herein by reference to Exhibit 10.12 on
Form 10-1( File No. 001 - 14962, filed with the Securities and Exchange Commission on
. -March 12 2003..

Executive Emplcyment Agreement, as amended and restated, between CIRCOR, Inc; and
David A, ;Bloss, Sr., dated as of September 16, 2005 is incorporated herein by reference to
Exhibit 10.1 on Form 8-K, File No. 001 - 14962, filed with the Securities and Exchange
Commissi;on on September 20, 2005.

Credit Agrcén1ent, dated as of December 20, 2005, by and among CIRCOR International,

i

Inc., as Bc')r.rower, the.Other Credit Parties party hereto, the Lenders party hereto, as

-+ Lenders, Keybank Natiorial Association, as an LC issuer, Swing Line lender, and as the Lead

Arranger, Sole Bookrunner and administrative agent, and Bank of America NA as
Syndication Agent,

!
|
|
|
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Exhibit
No.

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

Description and Location .

First Amendment to credit agreement by and among CIRCOR Intcrnatio:nal, Inc., as
Borrower, the Other Credit Parties party hereto, the Lenders party hereto, as Lenders,
Keybank National Association, as an LC issuer, Swing Line lender, and as the Lead
Arranger, Sole Bookruriner and administrative agent, and Bank of America NA as

-~ Syndication Agent dated October 12, 2006 Form 10-Q, File No. 001-14962, filed with the -

Securities and Exchange Commission on November 2, 2006.

Sharing agreements regarding the rights of debt holders relative to one a:nother in the event of
insolvency is incorporated herein by reference to Exhibit 10.21 on From 10 Q/A filed with -
the Securities and Exchange Commission on August 14, 2000. , ,

Executive Change of Control Agrccmcnt between CIRCOR Internatlonal Inc. and Andrew
William Higgins dated February 15, 2005 is incorporated herein by refcrcncc to Exhibit
10.5 to CIRCOR International, Inc.’s Form 8-K, File No. 001- 14962,:fll€d with the
Securities and Exchange Commission on February.22,2005. , -

. Executive Change of Control Agreement between CIRCOR, Inc. and Ke:lnneth W. Smith dated

August 8, 2000 is incorporated herein by reference to Exhibit 10.24 on Form 10-Q, File No.
001-14962, filed with the Securities and Exchange Commission on November 14, 2000.

Executive Change of Control Agreement between CIRCOR, Inc. and John F. Kober III dated
September 16, 2005 is incorporated herein by reference to Exhibit 10. 3 on Form 8-K, File
No. 001-14962, filed with the Securities and Exchange Commission on September 20, 2005.

Executive Change of Control Agreement between CIRCOR, Inc. and Akim J- Glass dated
August 8, 2000 is incorporated herein by reference to Exhibit 10.26 on Form 10-K, File No,
001-14962, filed with the Securities and Exchange Commission on March 7, 2001.

I

Executive Change of Control Agreement between CIRCOR, Inc. and Paul M. Coppinger dated
August 1, 2001 is incorporated herein by reference to Exhibit 10.28 on Form 10-K, File No.
. 001-14962, filed with the Securities and Exchange Commission on March 7, 2001.

: i
Executive Change of Control Agreement between John W Cope dand CIRCOR, Inc. dated
August 5, 2005 is incorporated herein by reference to Exhibit 10.8 on? Form 8-K, File No.
001-14962, filed with the Securities and Exchange Commission on Au'gust 9.2005.

First Amendment to Executive Change of Control Agreement between Kenncth W. Smith and

. - CIRCOR, Inc. dated December 7, 2001 is incorporated herein by reference to Exhibic 10.28

on Form10-K, File No. 001-14962, filed with the Securmes and Exchange Commission on

March 12,2002, : ;

Executive Change of Control Agreement between CIRCOR International, Inc. and Susan M.
McCuaig dated May 5, 2005 is incorporated herein by reference to Exhibit 10.41 to
CIRCOR International, Inc.’s Form 10-Q, File No. 001-14962, filed with-the Securities and

Exchange Commission on May 6, 2003. : ‘ i

First Amendment to Executive Change of Control Agreement between Allan J. Glass and
CIRCOR, Inc. dated December 7, 2001 is incorporated herein by rcferencc to Exhibit 10.30
on Form 10-K, File No. 001-14962, filed with the Sccurltles and Exchange Commission on
March 12, 2002, '
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No.

10.25

10.26

10.27

10.28

10.29

21*
23*
31.1*

31.2*

32.1*

*  Filed with this report.

Description and Location

First Amendment to Executive Change of Control Agreement between Paul M. Coppinger and
CIRCOR, [nc dated December 7, 2001 is incorporated herein by reference to Exhibit 10.31 .
‘on Form 10- K File No., 001-14962, fllCd with the Securities and Exchange Commission on ;
'‘March 12, 2002 i

Executive Changc of Control Agreement between Christopher R. Celtruda and CIRCOR, Inc.
‘dated June 15 2006 is incorporated herein by reference to Exhibit 10.2 on Form 8-K, File
‘No. 001- 1496”_, filed with the Securities and Exchange Commission on June 19, 2006.

Executive CharFlge of Control Agreement between Wayne F. Robbins and CIRCOR, Inc. dated
‘March 21, 2906 is incorporated herein by reference to Exhibit 10.2 on Form 8-K, File No.
001-14962,'{iled with the Securities and Exchange Commission on March 21, 2006.

‘Executive Change of Control Agreemént berween Richard A. Broughton and CIRCOR, Inc.

dated Deccm!b: :r 18, 2006 is incorporated herein by reference to Exhibit 10.2 on Form 8-K,
File No. 001 14962, filed with the Securities and Exchange Commlssmn on December 19,
200e. ! :

First Amendment to CIRCOR International Inc. Amended and Restated 1999 Stock Option
and Incentive Plan dated as of December 1, 2005 is incorporated herein by reference to
Exhibit 10. lfon Form 8-K, File No. 001-14962, filed with the Securttles and Exchange

‘on December 7, 2005.

Schedule of Supmdlarles of CIRCOR International, Inc.
Consent of KPMG LLP, Independent Registered Public Accounting Firm.

Commission

Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbaﬁeg-Oxley Act of 5
2002. : S '

Certification olf Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of
2002. . - -

} .
Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. |
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Report of Independent Registered Public Accounting Firm

The Board of Directors anc Shareholders
CIRCOR Internarional, [lnc :

We have audited the accompanymg consolidated balance sheets of CIRCOR Internatlonal Inc. as of !
December 31, 2006 and 2008, and the related’ consolidated statements of operations, cash flows and

shareholders’ equity for cach of the years in the three-year period ended December 31, 2006. In, connection ;
with our audits of the consohdatcd financial statements, we also audited the accompanying financial

statement schedule of valuzlmop and qualifying accounts. These consolidated financial statements and

schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion

on these consolidated finan’lcial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (Umtcd States). Thosc standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free-of material misstatement. An
audit includes examining, on a test basis, evidence supporting-the amounts and disclosures in the ;
financial statements. An audit also includes assessing the accounting principles used and significant

|
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provlldc a reasonable basis for our opinion.

In our opinion, the consoildan*d financial statements referred to above present fairly, in all material

respects, the financial posmon of CIRCOR International, Inc. as of December 31, 2006 and 2005, and the ?
results of its operations and its cash flows for each of the years in the three-year period ended December 31, '
2006, in conformity with U.S. generally accepted accounting principles. Also, inour opinion, the related

financial statement schcdulc,lwhen considered in relation to the basic consolidated financial statements -

taken as a whole, presents fairly, in all material respects, the information set forth therein.

1
As discussed in note 2 to thc consolidated financial statements, the Company adopted Statement of
Financial Accounting Standa{ds No. 123(R), “Share — Based Payment” on January 1, 2006. As dlscussed
in note 13 to the consolidated financial statements, during the fourth quarter of 2006, the Company

adopted Statement of Financial Accounting Standards No. 158, “Employers’ Accounting for Defined
Benefit Pensionjand Other Postrétirement Plans”.

We also have audited, in accdrdance with the standards of the Public Company Accounting Oversight
Board (United States), the cffé;ctivcness of CIRCOR International, Inc.’s internal control over financial
reporting as of December 31,|2006, based on criteria established in Internal Control — Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
{COSO), and our report dated February 22, 2007, expressed an unqualified opinion on managemcnt s
assessment of, and the effectwc operation of, internal control over financial reportmg

|
/s KPMG LLP | '!
! 1
!
. !
Boston, Massachusetts’ i ‘ : t

February 22, 2007

|
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" with the policies or procedures may deteriorate.

Report of Independent Registered Public Accounting Firm

The Board of Directors and Sharcholders .
CIRCOR International, Inc.: '

We have audited management’s assessment, included in the accompanying Management’s Report on
Internal Control Qver Financial Reporting, that CIRCOR International, Inc. (the'“Company”)
maintained effective internal control over financial reporting as of December 31, 2006, based on criteria
established in Internal Control — Integrated Framework issued by the: Commiittee of Sponsoring '
Organizations of the Treadway Commission (COSO). The Company’s management is responsible for
maintaining effective internal control over financial reporting and for its assessment of the effectiveness
of internal control over financial reporting. Our responsibility is to express én'bpinion on management’s
assessment and an opinion on the effectiveness of the Company’s internal control over financial reporting

based on our audit. ) .
. |

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the gudit to obtain reasonable
assurance about-whether effective internal control over financial reporting was maintained in afl material
respects. Our audit included obtaining an understanding of internal control over financial reporting,
evaluating management’s assessment, testing and evaluating the design and operating effectiveness of
internal control, and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to, provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generaily accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded
as necessary to permit preparation of financial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and {3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect

! - -
misstatements. Also, projections of any evaluation of effectiveness to futureiperiods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance

.

In our opmlon, management’s assessment that CIRCOR International, Inc. mamtalned effective internal
control over financial reporting as of December 31, 2006, is fairly stated, m all material respects, based
on criteria established in Internal Control - Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). Also, in our opinion, CIRCOR
International, Inc. maintained, in all material respects, effective internal control over financial reporting
as of December 31, 2006, based on criteria established in Internal Control— Integrated Framework .
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).
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CIRCOR International, ]nfc. acquired Hale Hamilton Valves Limited {“Hale Hamilton”) and Sagebrush
Pipeline Equipment Co. (“Sagebrush”) during 2006, and management excluded from its assessment of
the cffectiveness of the Co!mpany s internal control over financial reporting as of December 31, 20086,
Hale Flamilton’s and Sagebrush’s internal control over financial reporting associated with aggregate total
assets of $104,737,876 anLi aggregate total revenues of $75,888,877 included in the consolidated
financial statements of CIRCOR International, Inc. as of and for the year ended December 31, 2006.

Our audit of internal control over financial reporting of CIRCOR International, Inc. also excluded an

cvaluauon of the internal control over financial reporting of Hale Hamilton and Sagebrush.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board {United States}, the lconsolidated balance sheets of CIRCOR International, Inc. as of December 31,
2006 and 2005, and the rélated consolidated statements of operations, cash flows and shareholders’
equity for each of the yearls in the three-year period ended December 31,2006, and the related financial
statement schedule, and our report dated February 22, 2007, expressed an unqualified opinion on those
consolidated financial statements and the related financial statement schedule.

/s KPMG LLP

4

Boston, Massachusetts
February 22, 2007
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CIRCOR INTERNATIONAL, INC.

. ce
Consolidated Balance Sheets !
(In thousands, except share data) ! \
.. ' ! ' . December 31, = ’
) _ . 2006 2005
ASSETS N .
CURRENT ASSETS: ‘ . |
'Cash and cash.equivalents ............. e ieeieaeneeaai.. $28,652 $731,112
InVeStMEntS . . .. ov i i i it e e e 86 1
Trade accounts receivable, less allowance for doubtful accounts of $2 523
and$1943 rcspectnvely .......... et et i i, 108,689 77,731
Inventories .......oveiiverinnnennnn. . vaante. 150,160 107,687
Prepaid expenses and other current assets . ........c.ovvvveneeeas TR 2,926 3,705
Deferred income taxes «....vvveiiiiiiiiiiiiiiiiiiiii i P . 7,305 4,328
Assets held forsale ............... R e 3,132 1,115
Total CULrent ASSELS . .o vvvr et iesnneneneesrenneneeeennenn.. 300,950 225,764
PROPERTY, PLANT AND EQUIPMENT,NET .........cciiiievriinnnn, .. 79,039 63,350
OTHER ASSETS: !
Goodwill . ... i i e e e 163,720 140,179
Intangibles, met ..o ourrtini it it i i e i . 49,226 20,941
Otherassets ......ooviveiivinnnnnnn, et ey e 12,740 10,146
TOT AL ASSE TS .ttt ettt ter et trssnnrearanresnnnnenns .. $605,675 $460,380
LIABILITIES AND SHAREHOLDERS’ EQUITY ‘ '
CURRENT LIABILITIES: : ) .
Accountspayable . ... .. L e .. $ 71,788 § 49,736
Accrued expenses and other current liabilities ....................... “. 54,359 26,031
Accrued compensation and benefits ....... .. o iiiiiiiiiiiei i 15,325 14,509
Income taxes payable . ...t i e . 6,027 3,418
Notes payable and current portion of long-termdebt ................. . 415 27,213
Total Current Liabilities . .. .vvivriireiririiinriirnnrennrsans L. 147,914 120,907
LONG-TERM DEBT, NET OF CURRENT PORTION ................... [ 64,411 6,278
DEFERRED INCOME TAXES ...ttt ii e ctierenrecrnrranensnes . 21,674 11,237
OTHER NON-CURRENT LIABILITIES . . .. ..ottt i i e i i cnreens .. 14,375 11,235
SHAREHOLDERS® EQUITY: '
Preferred stock, $0.01 par value; 1,000,000 shares authorized; no sharcs
issued and outstanding .. .. ... e e - -
Common stock, $0.01 par value; 29,000,000 shares authorized; 16,181 070
and 15,823, 529 issued and outstanding at December 31, 2006 and 2005
TESPECHIVELY ettt it e e e e - 162 158
Additional paid-in capital ................ i .. 224,508 215,274
Retained earmings .. ..o ovvervnnt it eeeneeanrereereeenenens L. 109,251 82,318
Accumulated other comprehensive income .. .......ooivieiiiiiiin . . 23,380 12,973
Total Shareholders’ EQuity ... oo oot vii it iiae e 357,301 310,723
TOTAL LIABILITIES AND SHAREHOLDERS EQUITY ........covveinnn. .. $605,675 $460,380

The accompanying notes are an integral part of these consolidated financial statements.
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CIRCOR INTERNATIONAL, INC.
Consolidated Statements of Operations
{In thousands, except per share data)

Year Ended December 31,
2006 2005 2004
NETIEVENUES « oo vvvveenberrnnnsn R $591,711 $450,531 $381,834
Cost of revenues ....... l ..... A N . 418,803 317,856 274,265
. GROSS PROFIT! ................................... 172,908 132,675 .107,569
Selling, general and administrative expenses . .................ue 124,720 98,040 85,332
Special Charges . ... lviveenit e 678 1,630 303
OPERATING H\;ICOME ............................. 47,510 ‘. 33,005 21,934
Other (income) expense: ' .
INTErest NCOME .+ v vvtvenrenennnnns e i . (429) (579) , (756)
Interest expense . . . e e 5,546 3,389 4,446
Other, net ........ e, 134+ 144 (234)
TOTAL OTHER EXPENSE ................ P . 5251 2,954 3,456
i
INCOME BEFOREINCOME TAXES ... ......oiieiinainnnnns . 42,259 30,051 18,478
Provision for income taxc:s ................................... - 12,931 9,668 6,675
NETINCOME L...ooiiiiiiiiiii it $ 29,328 §$ 20,383 $ 11,803
Earnings per common sha{rc: , | ‘ ’
BASIC v evee e e et it e e e $ 184 °$° 130 $§ 0.77
Diluted. .......... e $ 180 $ 127 § 074
Weighted average common shares outstanding:
Basic ....eviennnn 1 .................................... 15,976 15,690 -15,361
Diluted, ..........0...... e e e e 16,291 16,019 15,877
Dividends paid per common share ................. e “.. $ 015 § 015 % 015
[} . .
|
! '
f
| -
i
R l 1
§ ;
* t
‘ | "y
|
i
1
|
|

The accompanying notes are an integral part of these consolidated financial statements.
1

; |




CIRCOR INTERNATIONAL, INC.
Consolidated Statements of Cash Flows

(In thousands)
Year Ended December 31,
2006 2005 2004
QPERAT]NG ACTIVITIES
Nt IMCOME . .. vttt cs it et e ie et tncnr e eaanaanenasnnans . $29328 $20,383 $11,803
Adjustments to reconcile net income to net cash provided by operating - : :
activities: _
Depreciation ooy v v et iin e er i tiar et erestaaanarenses 11,206 9,825 9,664
AMOrtiZation ........c.ouiiiiennrnnanreans e re e 2,394 - 588 192
Compensation expense of stock-based plans ................. 3,252 1,020 650
Deferred INCOME tAXES . v vu e isin s s insrnresrararsnnnenes {4,708) {33) (14)
Loss on sale/disposal of ptoperty, plant and cqulpment ..... e 91 128 704
Gain on the sale of assets held forsale ...................... - (110) (149)
Gainonthesale of subsidiary ............ ..o iiiiviinnt, {11) - -
‘Changes in operating assets and liabilities, net of effects from '
business acquisitions: .
| Trade accounts receivable .. ....vvovssseeresssennnnn. . (20,857) (10,090) 4,960
| Inventories . . . .. e, (29,804) 1,638 (1,764)
’ Prepaid expenses and otherassets ...................... : 4,966 160 3,079
Accounts payable, accrued expenses and other liabilities .... . 34,001 21,819 124
Net cash provided by operating activities .. ...................... 29,858 45326 29,249
INVESTING ACTIVITIES
Additions to property, plant and equipment ..................... (9,933) (15,021) (5,287)
Proceeds from the disposal of property, plant and equipment . ....... 371 99 1,009
Proceeds from the sale of assets held forsale ..................... 100 1,467 4,038
Proceeds from the sale of investments . ....ovvvevvnrreenn.. e 12,211 6,699 11,339
- Purchase of investments . .....oooiiiniiiiniiinaeaa, e (12,194)  (2,535) (7,077)
| Business acquisitions, net of cash acquired ................ .. ..., (61,103) (50,779) ({12,591)
| Purchase price escrow release payments ..........oc0veniieen.n.. .- (829) (1,538}
Proceeds from sale of business, net of cashsold ................... 2,309 - ,
Net cash used in investing activities ..........eeviirenrrneeensns (68,239) (60,899) (10,107)
FINANCING ACTIVITIES
Proceeds from long-term borrowings ......... ... ... 0 0ot 100,561 10,669 322
Payments of long-termdebt ...... ... ... .. il (70,204) (22,386) (18,787)
Dividends paid ................ P (2,395)  (2,358) (2,303)
Proceeds from the exercise of stock options ............cceveeen. 3,627 3,771 1,232
Tax effect of share based compensation ......................... 2,559 - -
Net cash provided by (used in) financing activities ................ 34,148 (10,304) (19,536)
Effect of exchange rate changes on cash and cash equivalents .. .. 1,773 (1,664) 845
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS ...  (2,460) (27,541) 451
Cash and cash equivalents at beginningof year ................... 31,112 58,653 58,202
CASH AND CASH EQUIVALENTS ATEND OF YEAR .......... $ 28,652 $ 31,112 § 58,653
Supplemental Cash Flow Information: '
Cash paid during the year for:
T OMIE LAXES 4 4 vt e e vt s ete e nme e aaeenanassanasraennnnn $ 12135 § 5422 § 8,854
T ) $ 5226 $§ 3,321 § 4,345

The accompanying notes are an integeal part of these consolidated financial statements.
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; CIRCOR INTERNATIONAL, INC.
Consolidated Statements of Shareholders’ Eqwty

{In thousands)

‘ : A'xccumul_atcd
Additional . Other . Total

M Paid-in Retained ‘COmprehensive Shareholders’

Sharés Amount Capital Earnings ~Income{Loss)  Equity

BALANCE AT DECEMBER 31,2003 ... 15,302 $153 $206,160 $ 54,793 $14,054 $275,160
Net i mcome ............ r .............. ' ‘ 11,803 ' . 11,803
Cumulative translation adlustment e ' 6,542 6,542
Comprehensive i mcome ........ ... - 18,345
Common stock d1v1dendsldc,clared. BV L . (2,303) ' (2,303)
Stock options exercised ll ...... s " 102 1 1,231 1,232
Income tax benefit from stock options . .. o232 232
Conversion of restricted stock units ..... 26 - 209, 209
Eqmty based COMPENSation ............ B 560 ' - 560
BALANCE AT DECEMBER 31 2004 ... 15,430 154 208,392 64,293 20,596 293,435
Netincome ©.......... ..o viiaat 20,383 20,383
Cumulative translatlon ad]ustmcnt ...... ) t (7,470} {7,470)
Minimum pension liability (net of tax ‘
benefit of $94) ...... L : (153) (153)
Comprehensive incb‘rpc ......... 7 o 12,760
Common stack dividends declared ... ... : . (2,358) {2,358)
Stock options exercised . erneenieiaas . 358 4 3,768 3,772
Income tax benefit from stock options ... . 1,947 . 1,947
Conversion of restricted stock units .. ... . 36 -, 224 | 224
Equity based compensatto:n ............ . ' 943 | : 943
BALANCE AT DECEMBER 31,2005 ... 15,824 158 215,274 _ 82,318 12,973 310,723
Net income .. ......... SO e 29,328 | 29,328
Cumulative translation ad]ustment ...... . 12,338 12,338
Minimum pension liability (net of tax i
benefit of $774) ... .. e, Tt (1,264) {1,264)
Comprchensive inconllc ...... U : 40,402
Pension hablhty ad]ustmcnt to apply SFAS a

158 {net of tax benefit of $409) ... ... ' (667) (667)
Common stock dividends declared ...... . (2,395) - (2,3935)
Stock options exercised . Lo, 298 3 3,624 3,627
[ncome tax benefit from share based '

COMPENSAtION ... ..vuivrnnnneennsn, 2,559 2,559
Conversion of restricted stm.k units ..... 59 1 (92) - {91)
Equity based compensatlon e ' 3,143 ! 3,143
BALANCE AT DECEMBEF 31, 2006 . 16,181 $162 $224,508 $109,251 $357,301

:

$23,380

The accompanying notes are an integral part of these consolidated financial statements.

|
|
i
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CIRCOR INTERNATIONAL, INC. .
Notes to Consolidated Financial Statements

(1) Description of Business

CIRCOR International, Inc. (“CIRCOR” or the “Company” or “we”)} designs, manufactures and
distributes valvesand related products and services for use in a wide range of applications to optimize
the cfficiency or ensure the safety of fluid-control systems. The valves and relatéd fluid-control products
we manufacture are used in processing industries; oil and gas exploration, production, distribution and
refining; pipeline ¢onstruction and maintenance; HVAC and power; aerospace, military and commercial
aircraft; and maritime manufacturing and maintenance. We have used both internal product
development and strategic acquisitions to assemble a complete array of fluid-control products and
technologies that enables us to address our customers’ unique fluid-control apphcation needs. We have
two major product groups: Instrumentation and Thermal Fluid Controls ProduCts and Encrgy Products.

The Instrumentation and Thermal Fluid Controls Products Group designs, manufacturcs and sells valves
and controls for diverse end-uses including instrumentation, aerospace, cryogemc and steam applications.
Selected products include precision valves, compression tube and pipefitting, control valves, relief valves, =
couplers, regulators and strainers. The Instrumentation and Thermal Fluid Controls Products Group
includes the following subsidiaries and major business units: Aerodyne Controls; Circle Seal Controls,
Inc.; CPC-Cryolab; Hoke, Inc.; Leslie Controls, Inc.; Nicholson Steam Trap; Rockwood Swendeman
Regeltechnik Kornwestheim GmbH; Industria, $.A.; Spence Engineering Company, Inc.; Spence

Strainers; Hale Hamllton Ltd; Texas Sampling, Inc.; DQS International and subsndlary, Dopak Inc;
Loud Engineering Co.; Tomco Quick Couplers; and U.S. Para Plate Corporation.

The Energy Products Group designs, manufactures and sells flanged-end and threaded-end floating and
trunnion ball valves, needle valves, check valves, butterfly valves and large forged steel ball valves and
gate valves for use in oil, gas and chemical processing and industrial applications. The Energy Products
Group includes the following subsidiaries and major d1v151ons Circor Energy Products Inc., KF Canada,
Pibiviesse Srl.; SKVC -and Sagebrush Pipeline o

{2) Summary of Significant Accounting Policies - : : '
Prmmples of Consolidation and Basis of Presentatlon

The consolidated financial statements include the accounts of CIRCOR and its wholly and majority -
owned subsidiaries. The results of companies acquired during the year are included in the consohdated
financial statements from the date of acquisition. All sngmﬁcant intercompany balances and transactions
have been eliminated in consolidation. _ .o

Use of Estimates

The preparation of these financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the amounts reported in the
consolidated financial statements and accc;mpanying disclosures. Some of the more significant estimates
relate to purchase accounting, depreciation, amortization and impairment of long-lived assets, pension
obligations, deferred income taxes, inventory valuations, environmental liability, and product liability.
While management believes that the estimates and assumptions used in the preparation of the financial
statements are appropriate, actual results could differ from those estimates.
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CIRCOR INTERNATIONAL, INC: _
Notes to Consolidated Financial Statements — (Continued)

Revenue Recdgriition ' oo

Revenue is recogmzed whcln products are dclwcred ntie and risk of loss have passcd to the customer, no
significant post-dehvcry obligations remain and collection of the rcsultmg reccivable is reasonably
assured. Shipping and handling costs invoiced to customers are recorded as components of revenues and

the associated costs are recorded as cost of sales.
1

Cash Equivalents . _ , _ )
] ! .
Cash equivalents consist of highly liquid investments with original maturities of three months or less.

4
Investments

',

Investments consist of guarantced investment contracts, all of wh;ch are currcntly dc51gnatcd as available
!

for sale. As such, the carrying values of our investments are marked to market and unrcallzed gains and
losses at the balance sheet date are recognized net of tax in other comprehensive i 1ncomc.

|

. |
Inventories | | |

f

Inventories are valued at tl‘le lower of cost or market, Cost is generally determined on the first-in,
first-out (“FIFO”) basis. thrc appropriate, standard cost systems are utilized for purposes of
determining cost ‘the standards are adjusted as necessary to ensure they approximate actual costs.
Estimates of lower of cost or market value of inventory are determined at the operating unit level and
evaluated periodically. Estimates for obsolescence or unmarketable inventory are maintained based on
current economic condmops, historical sales quantities and patterns and, in some cases, the specific risk
of loss on spec1ﬁcally identified inventories. Such inventories are recorded at estimated realizable value -

net of the costs of disposal. - : T i
' ’ b ’ '

In the fourth'quarter 2004’,
to 2004 to injcréasc the pr(:>portion of our inventory purchased from less-expensive suppliers, primarily in
Asia and Eastern Europe. One result of our successful foreign-sourcing programs is that we need less
internal manufactunng and warchousing capability, particularly in North America, In addition, our past
practice has becn to rcta|n|much of our inventory for extended pcnods, even utilizing extra warchousing
facilities and resources. After considering these factors, we concludcd that it was more cost effective to
dispose of selected invcntolry and reduce warehouse capacity than to incur ongoing carrying costs. We

decided to lower our.costsiby disposing of certain inventories and consolidating facilities. As a result of

we evaluated the impact of our programs initiated during the two years prior

\ :
that decision, we rccordcd|a pre-tax charge of $6.6 million in the fourth quarter 2004 to write down our

il o

inventories. 1. . . . 1 - '

Property, Plant and Equipment T ' ;

: M cr ’ - . ta
Property, plant and equipment are recorded at cost. Depreciation is provided on a straight-line basis over
the estimated useful lives of the assets, which range from 13 to 40 years for buildings and improvements
and 3 to 10 years for manufacturing machinery and equipment and-office equipment, and 3 to 5 years’
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CIRCOR INTERNATIONAL, INC. :
Notes to Consolidated Financial Statements < (Continued)

for computer equipment and software and motor vehicles. Léasehold improvements are amortized on a
straight-line basis over the shorter of the lease term or estimated useful life of the asset. Repairs and
maintenance costs are expensed as incurred. - '

Goodwill and Other Intangible Assets

We perform an impairment test on an annual basis as of the end of our fiscal October month end or
more frequently if circumstances warrant. The most recent impairment test was conducted in the fourth
quarter of 2006 and resulted in no impairment. Intangible assets that have definitive useful lives continue
to be amortized over their useful lives. , . , s

Impairment of Other Long-Lived Assets

-

Other long-lived assets include property, plant, and equipment and intangibles with definite lives. We
perform impairment analyses of our other long-lived assets whenever events and circumstances indicate
that they may be impaired. When the undiscounted future cash flows are expected to be less than the
carrying value of the assets being reviewed for impairment, the assets are written down to fair market
value based upon third party appraisals.

Advertising Costs

Our accounting policy is to expense advertising costs, principally in selling, general‘ and administrative
expenses, when incurred. Our advertising costs for the years ended December 31, 2006, 2005, and 2004
were $1.9 million, $1.6 million, and $1.4 million, respectively. ‘o

Research and Develobment

Research and development expenditures:are expensed when incurred and are included in selling, general
and administrative expenses in the Consolidated Statements of Operations. Our research and
development expenditures for the years ended December 31, 2006, 2005 and 2004, were $3.2 mllhon,
$1.9 million and $1.6 million, rcspectwely ' :

i
Income Taxes _ . : : ‘

Income taxes are accounted for under the asset and liability method. Deferred tax assets and-liabilities
are recognized for the future tax consequences attributable to differences bc_twécn the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases and operating loss and
tax credit carry-forwards. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which those temporary differences are expected to be
recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized
in income in the period that includes the enactment date. A valuation allowance is recognized if we
anticipate that we may not realize some or all of a deferred tax asset.

Environmental Compliance and Remediation

Environmental expenditures that relate to current operations are expensed or capitalized as appropriate,
Expenditures that relate to existing conditions caused by past operations, which do not contribute to
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Notes to Consolidated Financial Statements - (Continued)

]
current or future revenue g%nr:ration are expensed. Liabilities are recorded when environmental
assessments and, or, rcmcdlal efforts are probable and the costs can be reasonably estimated. Estimated

~ costs are based upon current laws and regulations, existing technology and the most probable method of

remediation. The costs are ert discounted and exclude the effects of inflation. If the cost estimates result
in a range of equally probable amounts, the lower end of the range is accrued. !

Foreign Currency Translation : Lo

Qur international sub51d|ar1es operate and report their financial results using local functlonal currencies.
Accordingly, all assets and liabilities of these subsidiaries are translated into United States dollars using
exchange rates in effect at the end of the relevant periods, and revenues and costs are translated using
weighted average exchange rates for the relevant periods. The resulting translation adjustments are
presented as a separate compenent of accumulated other.comprehensive income. We do not provide for
U.S. income taxes on forcngn currency translation adjustments since we do not provide for such taxes on
undistributed earnings of foreign subsidiaries. Our net foreign exchange gains and (losses) recorded for
the years ended December 3|1, 2006, 2005 and 2004 were not significant.

i
Earnings Per Common Share l

Basic earnings per common slhare are calculated by dmdmg net income by the number of weighted
average common shares outstandmg Diluted earnings per common share is calcutated by dividing net

income by the weighted avcrgge common shares outstanding and assumes the conversion of all dilutive *

securities. :

| Fa

|
Earnings per common share and the weighted average number of shares used to compute net earnings
per common share, basic and assuming full dilution, are reconciled below (In thousands, except per share

data): . I

[ \ ¢

. ! ) ) Year Ended December 31,
! 2006 2005 ' . 2004
:th Per Share Net Per Share Net Per Share
hl;comc Shares Amount Income Shares Amount Income Shares .Amount
BasicEPS ............. .0t $2|9_,328 15,976 $1.84 $20,383 15,690 $1.30 $11,803 15,361 $0.77
Dilutive securities, {
principally Commion \
stock OPHONS. I.v it us. .. Po- 315 . 004 . - 329 0.03 - 516 0.03
Diluted EPS .. .. .. MU si9,3§ 16,291 * $1.80 520;383 16,019 '~ $1.27  $11,803 15877  $0.74

i ! . ; 1 g — H

Certain stock options to purchase common shares were not mcluded in the tablc above because they
were anti-dilutive. The optlons excluded from the table for the years ended December 31, 2006, 2005

and 2004 were: 133,860 optl(gns ranging from $26.29 to $23.92, 21,100 options rangmg from $26.29 to
$27.81, and 148,100 options at $23.80, respectively.
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CIRCOR INTERNATIONAL, INC.
Notes to Consolidated Financial Statements — (Continued)

Share Based Compensation

Prior to January 1, 2006 we accounted for our stock options using the intrinsic value method of
accounting provided under Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued
to Employees,” (“APB 257} and related interpretations, as permitted by FASB Statement of Financial
Accounting Standards (*SFAS™) No. 123, Accounting for Share-based Compénsation, (“SFAS 1237).
Applying the intrinsic value method of accounting for our stock options, we did not record share-based
compensation in our net earnings because the exercise price of our options equaled the market price of
the underlying stock on the date of the grant. Accordingly, share-based compensation for our options
was included as a proforma disclosure in the financial statement footnotcs and continues to be provided
as proforma dlsclosurc in the fmancnal statement footnotcs for periods prlor to january 1, 2006.

Effective January 1, 2006 we adopted the fair value recognition provisions of SFAS 123(R), Share-Based -
Payment, (“SFAS 123(R}”), using the modified-prospective transition method. Under this transition
method, compensation cost recognized as selling, general and administrative expense in fiscal 2006
includes compensation costs for all share-based payments granted through January 1, 2006, bat for
which the requisite service period had not been completed as of January 1, 2006, based on the grant date
fair value estimated in accordance with the original provisions of SFAS 123, Compensation costs for any
share-based payments granted subsequent to January 1, 2006 are based on the grant date fair value
estimated in accordance with the provisions of SFAS 123(R). Results for periods prior to January 1, 2006
have not been restated. See Note (11) to the consohdated financial statements for further mformatlon on
share based compensation.

Derivative Financial Instruments

We use foreign currency forward exchange contracts to manage currency exchange exposures in certain
foreign currency denominated transactions. Gains and losses on contracts designated as hedges are
recognized when hedged transactions affect earnings, which is generally in the same time period as the
underlying foreign currency denominated transactions. Gains and losses on contracts that do not qualify
for hedge accounting treatment are recognized as incurred as a component of other non-operating
income or expense and were not significant for the years ended December 31, 2006, 2005 and 2004.

New Accounting Standards

“Accounting for Uncertainty in Income Taxes,” which prescribes a recognition threshold and
measurement process for recording in financial statements uncertain tax positions taken or expected to
be taken in a tax return. Additionally, FIN No. 48 provides guidance on the derecognition, classification,
accounting in interim periods and disclosure requirements for uncertain tax positions. The accounting
provisions of FIN No. 48 will be effective for annual periods beginning after December 15, 2006. We
have adopted FIN.No.48 as of January 1, 2007, The adoptmn of this pronouncement will not have a
material impact on_our financial statements.

K

In September 2006, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin
No. 108 (“SAB 108”}. Due to diversity in practice among regist'raﬁts, SAB 108 expresses SEC staff views
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| CIRCOR INTERNATIONAL, INC. j
Notes to Consolidated Financial Statements — (Continued)
1
regarding the process by which misstatements in financial statements are evaluated for purposes of
determining whether ﬁnancnal statement restatemnent is necessary. SAB 108 is effective for fiscal years
ending after Novcmber 15, ,.006 SAB 108 did not have a material impact on our results from operauons

!
4

or financial position.' L

In September 2006, the FASB issued Statement No. 158, Employers’ Accounting for Defined Benefit
Pension and'Other Postre;tiremem Plans, an amendment of FASB Statements No. 87, 88, 106, and
132(R} (“Statement 15 8”)‘. Among other items, Statement 158 requires recognition of the overfunded or
underfunded status of an entity’s defined benefit postretirement plans as an asset or liability in the o
financial statements, rcquircs the measurement of defined benefit postretirement plan dssets and
obligations as of the end of the employer’s fiscal year, and requires recognition of the funded status of
defined benefit postrcnrcment plans in other comprehensive income. Statement 158 is effective for fiscal
years endmg after December 15, 2006. We adopted Statement 158 as of December 31, 2006. A $0.7
million corresponding charge, net of tax, was recorded to other accumulated comprehensive income.

P i
Reclassifications |
Certain prnor period fmancml statement amounts have been reclassified to conform to currently reported
presentations. . ’

1' :

(3) Business AcqulSltlonls and Divastitures
QOur growth strategy mcludcs strategic acquisitions that complement and extend our current offcrmg of
engineered flow control products Our acquisitions have well established brand recognition and are well
known within.the industry.. Excluding our 2006 acquisitions, we have historically financed our

acquisitions from available cash balances and we accounted for these transactions as purchase business
'

combinations. |

On April 30, 2004, we acqulrcd Mallard Control Company (“Mallard™), located in Beaumont, Texas,
for $9.7 million in cash plus the assumption of $4.3 million of debt, that we pald off at closing. During
2006, we increased the recorded goodwill by $1.0 million upon the rcleasc to the former shareholders of
funds previously held in escrow. Mallard produces control valves, relief valves, pressure regulators and
other related products, prunanly for oil and gas production and processing and other petrochemical
applications that are sold under the Mallard and Hydroseal brand names. Mallard is being operated
within our Energy Products segment. During the second quarter of 2005, we finalized identifiable asset
amounts associated with our April 2004 acquisition of Mallard. In connection with the finalization of
our Mallard acquisition purchasc price allocation, we recorded $3.4 million of intangible assets,
associated with customcr relationships, brand names, and non-competition agreements. Approximately
$2.2 million of these mtanglblc assets will be amortized over 10-15 year periods and will result in annual
amortization expense of approximately $0.2 million. The remaining $1.2 million of intangible assets will |
not be amortized but will be subject to impairment tests. The $5.1 million excess of the purchase price.
over the fair value of the net identifiable assets was recorded as goodwill.

|

-

T
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On January 14, 2005, we acquired Loud Engineering & Manufacturing, Inc. (“Loud”) locatedin
Ontario, California for approximately $34.7 million, net of acquired cash of $1.3 million. During 2006,
we increased the recorded goodwill by $5.4 million upon the release to the former sharcholders of funds
previously held in escrow. Loud is a leading designer and manufacturer of landing gear systems and
related components for military helicopters and jets and is operated within our Instrumentation and
Thermal Fluid Controls Products segment. In connection with the finalization of Loud’s purchase price
allocation, we recorded $7.0 million of current assets, $1.9 million of fixed assets,;$0.7 million of other
assets, $16.0 million of intangible assets, $15.2 million of goodwill, $3.1 million of current Labilities,
and $7.3 million of other liabilities: Included in the $16.0 million of intangible assets are customer -
relationships, brand names, a license agreement and non-competition agreements. Approximately.$10.5
million of these intangible assets will be amortized over 10-20 year periods and will result in annual
amortization expense of approximately $0.7 million, The remaining $5.5 miltion of intangible assets will
not be amortized but will be subject to impairment tests. The $20.6 million excess of the purchase price
over the fair value of the net identifiable assets was recorded as goodwill and will not be deductible for
tax purposes.

In May 2005, we acquired the 40% interest that we did not own in our Chinese joint venture, Suzhou
KF Valve Company, Ltd., (“SKVC”) located in Suzhou, China, for $6.8 million. SKVC will continue to
be operated in our Energy Products segment and primarily manufactures ball valves for other entities
within our Energy Products segment. The excess of the purchase price over the fair value of the net
identifiable assets was recorded as $1.9 million of goodwill and an increase to an existing intangible of
$0.3 million and will not be deductible for tax purposes.

On October 3, 2005, we acquired Industria S.A. (“Industria”) located in Paris, France, for approximately
$10.2 million in cash. Industria produces solenoid valves and components for commerciat and military
aerospace applications and operates as part of our Aerospace Products business unit with our
Instrumentation and Thermal Fluid Controls Products segment. In connection with the finalization of
Industria’s purchase price allocation, we recorded $11.6 million of current assets, $4.0 million of fixed
assets, $3.5 million of intangible assets, $2.1 million of goodwill, $5.6 million of current liabilities, and
$3.5 million of other liabilities. Included in the $3.5 million of intangible assets arc customer relationships,
brand names, and technology which were recorded in 2006. Approximately $2.0 million of these intangiblé
assets will be amortized over 10-20 year periods and will result in annual amortization expense of
approximately $0.2 million. The rémaining $1.5 million of intangible assets will not be amortized but will
be subject to impairment tests. The $2.1 million excess of the purchase price over the fair value of the net
identifiable assets was recorded as goodwill and will not be deductible for tax purposes.

On February 2, 2006, we purchased all of the outstanding stock of Sagebrush Pipeline Equipment
Company (“Sagebrush”)'based near Tulsa, Oklahoma, for $12.5 million including the assumption of
debt and $0.5 million placed in an escrow account for the benefit of the sellers, subject to any such
indemnification claims by us as are allowed in accordance with the acquisition agreement. This $0.5
million escrow is included as restricted cash in Other Assets on our consolidated balance sheet. We
borrowed approximately $10,0 million from our unsecured revolving credit facitity in February 2006 to
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fund-this acquisition, Sagei)rush provides pipeline flow control and measurement equipment to the North
American oil and gas markets and will operate within our Eriergy Products segment. Sagebrush
specializes in the design, fabn ication, installation and service of pipeline flow control and measurement
equipment such as launchcrs/rccelvers valve settings, liquid metering skids, manifolds and gas and liquid
measurement meter runs. S::a zebrush sells both directly to the end-user pipeline companies in North
America and through engmcermg, procurement and construction companies In connection with
Sagebrush’s purchase price allocation, we recorded $7.6 million of current assets, $2.6 million of fixed
assets, $5.2 million of mtalng,xblc assets, $4.7 million of goodwill, $5.5 million of current liabilities, and
$2.5 million of other liabilities. Included in the $5.2 million of intangible assets are customer
relationships, brand namcsl, and non-competition agreements, Approximately $2.3 million of these
intangible assets will be amortized over 6-10 year periods and will result in annual amortization expense
of approximately $0.3 million. The remaining $2.9 million of intangible assets will not be amortized but
will be subject to impairmént tests. The $4.7 million excess of the original purchase price over the fair

value of the net identifiable assets was recorded as goodwill and will not be deductible for tax purposes.

On:February 6, 2006, we purchased all of the outstanding stock of Hale Hamiltofi Valves Limited and its
subsidiary, Cambridge Fluid Systems (“Hale'Hamilton”) headquartered outside of London in Uxbridge,
Middlesex UK, for $51.9 million including the assumption of debt and $10.1 million placed in an escrow
account for the bénefit of the sellers, subject to any such indemnification claims by us as are allowed in
accordance with the acqulsflt.lon agreement. This $10.1 million escrow is included as restricted cash in
Other Assets on our consolidated balance sheet. We borrowed approximately $51.0 million from our
unsecured revolving credit !facility in February 2006 to fund this acquisition. Hale Hamilton is a leading
provider of high pressure valves and flow control equipment to the naval defense, industrial gas and' .
high-technology industrial .markets and operates as part of our Instrumentation and Thermal Fluid
Products segment. Hale Hamilton supplies a wide range of components and equipment to the marine -
industry and has been a 109g standing relationship with the UK Ministry of Defense and leading
manufacturers of naval defense platforms. In connection with Hale Hamilton’s purchase price allocation,
we recorded $14 7 million of current assets, $10.5 million of fixed assets, $20.8 million of intangible -
assets, $14.1 mtlllon of goodwill, $9.2 million of current liabilities, and $9.0 mllhon of other liabilities.
Included in the $20.8 million of intangible assets are customer relationships, brand names, and
' technology. Approximatelg $14.2 million of these intangible assets will be amortized over 12-15 year
periods and will result in annual amortization expense of approximately $1.0 million. The remaining
$6.6 million of intangible atss.'cts will not be amortized but will be subject to impairment tests, The $14.1
million excess of the purchase price over the fair value of the net identifiable assets was recorded as
goodwill and will not be d‘eductlblc for tax purposes.

On December 8, 2006, we sold all of ihe outstanding stock of Societe Alsacienne Regulaves Thermiques

von Rohr, S.A (“SART”), a French limited liability company for approximately $2.7 million including

$0.4 million of cash sold. \Vr. had owned SART since June 2001 and recorded a gain of less than $0.1
million in connection with the divestiture of this business.

I
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The following table reflects unaudited p'.ro forma consolidated results on the basis that Hale Hamilton,
Sagebrush, Loud, Industria, and Mallard acquisitions took place and were recorded at the beginning of
each of the respective periods presented (Unaudited, in thousands, except per share data):

Year Ended December 31,
_ 2006 2005 2004
NEE FEVENUE -« v vveeeesinnnnenns e $598,610 $526,024 $471,970
NEetifncome +vcvvveniiiiiiannirenrnsenn e $ 29,383 §$ 25,555 $ 17,007
Earnings per share: basic .......cooiiiiiiiiiiii i $ 184 § 163 §- 112

Earnings per shares diluted ....... ... o i $ 180 $ 160 $ 1.09

The unaudited pro forma consolidated results of operations may not be indicative of the actual results
that would have occurred had the acquisitions been consummated at the beginning of each period, or of
future operations of the consolidated companies under our ownership and management.

The following tables provide reconciliations of the net cash paid and goodwill recorded for acquisitions
during the years ended December 31, 2006, 2005 and 2004 (In thousands):

Year Ended December 31,

2006 2005 2004
Reconciliation of net cash paid: : P )
Fair value of assets acquired .........ciiiiniinininninnanronnnen $80,211 $61,851 $14,707
Prior year escrow release payments .........:. .o - 829 1,538
ACQUISITION €SCIOW PAYIMENTS v v v v vveerrrrrrecreererereanensosss 10,616 5,400 -
Less; liabilities assumed ... ... ... ... e e e i 26,237- 12,887 . 2,116
Less: accrued purchase price . ... ..ovviiii i rennanaans e . = 985 -
Cashpaid ............. i ieare et e e 64,590 54,208 14,129
Less: cash acquired ................. e e P SN 3,487 2,600 -
Net cash paid for acquired businesses .................vu.. peeraan $61,103 $51,608 $14,129
Determination of goodwill: .
Cash paid, net of cashacquired ..., e $61,103 $51,608 $14,129
Accrued purchase price ..... P R R R R - 985 -
Liabilities assumed . ... tvntiiein e e et irn e 26,237 12,887 2,116
Less: Acquisition eSCrow Payments .........coveririieiineanneaen, 10,616 5,400 -
Less: fair value of assets acquired, net of goodwill and cash acquired : ... 57,945 36,194 8,404
Goodwill .............. e et reaaaeea e $18,779 $23,887 $ 7,841
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(4) Investments

All investments are dc51gnatcd as available for sale. Investments as of December 31, 2006 and
December 31 2005 are as follows (In thousands)

- b, . - Gross Gross Estimated
'1 Adjusted Unscalized Unrealized  Fair
i Cost Gains | Losses Value
December 31, 2006: I
Guaranteed investment conltracts maturing in various periods to
September 2007 at rate of 3.5% e e $86 - - § $86
December 31, 2005: | :
Guaranteed investment contracts maturing in various periods to -
December 2006 at rate of 2.5% .« vvvesfer s enenn.s $86 $- $- $86
|
{5) Inventories I
- : :
Inventories consist of the folllnwing (In thousands): * v
1 December 31,
‘ 2006 2005
Raw materials .......... |: e e et e it $ 61,997 § 36,774
Work in process ......... l e e e 148,756 40,352
Finished goods ............. e vt e ettt e e 39,407 30,561
| | 4  $150,160 $107,687
{ .
(6) Property, Plantand qu.iipment !
Probcrty, plant and cquipmém consists of the following (In thousands):
December 31,

‘ ' 2006 2005
Land........ e i e e e e aaer e $ 11,936 § 6,560
Buildings and improvements'. .. ... .. il e e 47,820 36,730
Manufacturing machinery ar‘ld EQUIPIMENT .o v it tee vt e ne e eereneenaennnn 111,473 100,181
Computer equipment and software ........... ...l 12,792 12,891
Office equipment and motorlv'.hlcles ................................... 8,819 9,397
Construction in progress . . .1 ............................... i 828 827

: l 193,668 166,587
Accumulated depreciation { ......... X e e e e e (114,629} (103,238)
$ 79,039 § 63,350
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{7) Goodwill and Other Intangible Assets
We completed our annual goodwill impairment valuation as of November 1, 2006 during the fourth
quarter of 2006, and determined that the fair value of the reporting units’ goodwill exceeded their

carrying value and that no impairment existed for the annual evaluation as well.

The following table shows goodwill, by segment, net of accumulated amortization, as of December 31,

2006 and 2005 (In thousands):

Goodwill as of December 31, 2005
Business acquisitions (see Note 3} .

Purchase price adjustment of previous acquisitions
Adjustments to preliminary purchase price allocation

Sale of business . .. ..........t
Currency translation adjustments .

"Goodwill as of December 31, 2006

Goodwill as of December 31, 2004
Business acquisitions

...........

Purchase price adjustment of previous acquisitions
Adjustments to preliminary purchase price allocation

Sale of business .. ..............
Currency translation adjustments .

Goodwill as of December 31, 2005

.........................

.........................

------------

..........

.........................

.........................

...........................

.........................
.........................
..........
.........................

.........................

.........................

Instrumentation
& Thermal Fluid
- Controls Energy  Consolidated
Products Products Total
$121,308 $18,871  $140,179
14,095 4,684 18,779
5,400 970 6,370
(3,870) - (3,870)
(926) - (926)
3,122 66 3,188
$139,129 $24,591 $163,720
Instrumentation
& Thermal Fluid
Controls Energy  Consolidated
Products Products Total
$101,291 $19,016 $120,307
21,247 1,866 23,113
533 296 829
- (2,459) {2,459)
{1,763) 152 (1,611)
$18,871 $140,179

$121,308

The table below presents gross intangible assets and the related accumulated amortization {In thousands):
' December 31, 2005

December 31, 2006

Gross Gross

Carrying  Accumulated  Carrying  Accumulated

Amount  Amortization Amount  Amortization
PatentS ..ottt i it e e i $ 5,676 . $(5,298) $ 5,140  $(5,060)
Trademarks and trade names (non-amortizable) ........ 18,388 ro- 7,172 -
Landuserights ........ooiiiiiviini i, 373 {10) . 1,846 {365)
Customer relationships ............. ... oot 27,066 (2,222). 11,559 .- (345)
L 131 1-) U AU 5,873 {620) 1,299 {305)
B | P $57,376  $(8,150), $27,016 $(6,075)
Net carrying value of intangible assets ................ $49,226 $20,941
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The table below presents estimated amortization expense for intangible assets recorded as of
December 31, 2006 (In thousands}:

: - After
' 2007 2008 2009 2010 2011 2011
Estimated amortization expense .. ........... $2,771 $2,771 $2,771 $2,763 $2,763 $16,999

) . .
The significant components of our deferred income tax liabilities and assets are as follows (In thousands):
] N

3 December 31,
f 2006 2005
Deferred income tax liabilities: .
Excess tax over book depreciation ............... e $ 9,130 § 6,510
Inventories ............ L © 1,012 1,538
Goodwill and other mtanglbles e e et eaeaearaae e e e 21,381 11,045
Other ................ P PN e, - 249 250
" Total deferred mcome; tax labilities ......... . .. . i i 31,772 19,343

Deferred mcome tax assets: : '
Accrued eXpENSes . .. ... e ' 10,195 7,409
Inventories .. ....... ... b @t eee i ienaseanaeraanns T 4,859 3,491
Net operating loss and credit carry-forward .......iei i, e 9713 11,754
Intangible assers™. ... . ... i ............................... et ee 233 279
Other comprehenswe income—pension benefit obligation ................. ... 1,277 94
Other o e e e 575 478

. Total deferred INCOME tAX ASSELS . oo vt vttt in e intnronenacrnsnnanns < 26,852 23,505
Valuatlonallowance....l...............................— ............... 9,449 11,071
Deferred i mcome tax asset) net of valuatlon allowance ........ eepeesee e y 17,403 12,434
Deferred income tax llabllllty 1V ! $(14,369) $ (6,909)
The above components ofjdeferred income taxes are classified in the consolidated

balance sheets as followls

Net current deferred income tax asset ...........oiiiiiiiineiriiiiiaeians! $ 7,305 $ 4,328
Net non-current deferred i income tax llablhty .............................. {21 674) {11,237)
Deferred i income tax liability, net ........... e, [P S - $(14, 369) $ (6, 909)
The above components of deferred income taxes are as fo]lows S :
Domestic . e e ©§ 4,538 $ 1,840
Foreign ... .......... # ........... e '\ 2,767 . 2,488
Net deferred income tax alss‘ct e e e R, v $ 7,305 $ 4,328
Domestic .iv.evnen.... b e e ' § (9,427) $ (9,919)
Foreign .............. U T C{12,247)  (1,318)
Net non-current deferred !income tax Hability ...... ... . .. . $(21,674) $(11,237)

t
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The provision for income taxes is based on the following pre-tax income (In thousands):

Year Ended December 31,
2006 2005 2004
DOMESLC - . - e e e e et e e e e e e e e e e e e e eee e e $16,558 $13,548 $ 4,015
T R 25,701 16,503 14,463

$42,259 $30,051 $18,478

The provision for income taxes (benefit) consists of the following {In thousands):

Year Ended December 31,
- 2006 2005 2004

Current tax expense:
Federal . ..o e $ 8,422 §$ 3294 § 5§79
Boreign ... i e e e i 7,766 5,815 5,654
State ...... e ey e 1,451 594 456

: . 17,639 9,703 6,689
Deferred tax expense (benefit): . ‘
P L (3,547) 183 348
Fc_)reign ..................................................... (346) - (248) {169)
] 71 £ e sr e, (815) 30 - (193

(4,708) . (33) _  (14)
$12,931 § 9,668 $ 6,675

Actual income taxes reported from operations are different from those that would have been computed
by applying the federal statutory tax rate to income before income taxes. The reasons for these
diffefences are as follows: . o

Year Ended December 31,
2006 2005 2004

Computed expected federal income tax rate . .........c.ovvuvunon.n. 350% 350% 35.0%
State ihcome taxes, net of federal tax benefit ........ovieeiinenen... 1.0 1.3 0.9
Foreign tax rate differential and credits . ..., (3.0) (1.8) 5.5
Extraterritorial income exclusion (formerly FSC) .................... {1.3) {1.8) (3.0)
Manufacturing deduction . ..o v ev ittt e i e {0.3) - - -
Research and experimental credit ....................... e {0.9) {0.8) {1.0)
OHher, ML ... .ee ettt et 01 03 (L3)

Effective Tax Rate ..o civivin i iirinirnvneinannnnsas e 30.6% 322%  36.1%
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At December 31, 2006, we had foreign tax credits of $9.1 million, stafe net operating losses of $1.0
million and state tax credits of $0.9 million. The foreign tax credits, if not utilized, vs;ill expire in 2015.
The state net operating losses and state tax credits, if not utilized, will expire in 2015 through 2024. We
had a valuation allowance (l)f $9.5 million and $11.1 million as of December 31, 2006 and 2005,
respectively, against the foreign tax credits, state operating losses, and state tax credits. We believe that
after considering all of the ::;wailablc objective evidence, it is more likely than not that the results of future
operations will generate sufficient taxable income to realize the remaining deferred tax assets.

Undistributed earnings of o:ur foreign subsidiaries amounted to $41.0 million at December 31, 2006 and

$26.3 million:at December|31, 2005. Upon distribution of any those earnings, in the form of dividends ]
or otherwise, we will be su:bject to both UL.S. income taxes (subject to an adjustment for foreign tax

credits) and withholding taxes payable to the various foreign countries. Determination of the amount of

U.S. income tax liability that would be incurred is not practicable because of the complexities associated

with its hypothetical calculation; however, unrecogmzcd foreign tax credits would be available to reduce

some portion'of any U.S. income tax liability. Withholding taxes of $1.5 million would be payable upon

remittance of all prev:ouslx unremitted earnings at December 31, 2006.

Undist:‘ibuteci.carnings are'considered to be indefinitely reinvested and, accordingly, no provision for

U.S. federal and state income taxes has been recorded thereon.

|

(9) Accrued Expenses and Other Current Liabilities

)

Accrued expenses and other current Habilities consist of the following (In thousands):

. Deccmi)& a1,
. 2006 2005
Customer deposits and obI:igations ...... e, e e - $27,621 § 7,226
Commissions payable and salesincentive ...... ... .. ... ... .. ool . 8,192 4,734
Professional fees ........ [ e e 2,839 2,742
Warranty reserve ... ... . e e 2Ts0 2173
Insurance .....,........ ! ............. e b 2,354 1,134
Taxes other than income tax ......................... e e e e e renans . 2,498 1,600 i
OMhEr «ovveneeneeed i, e, . 8,105 . 6,422 "
i

' : ' o $54,359 $26,031

Customer deposits and obhg ations increased by $20.4 million in 2006 primarily due to 51gn1ﬁcant
increase in orders during the year ending December 31, 2006,

i
|
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(10) Financing Arrangements

Long-term debt consists of the following (In thousands):

December 31,
- ' S 2006 2005
Unsecured revolving credit facility, at varying interest rates, as of December 31,
| . 2006 interest rate was 5.83 00 ... .ttt it i i et $58,479 § -
Senior unsecured notes, annual principal payments of $15.0 million through |
| October 19, 2006, at a fixed interest rate of 8.23% ... ..o n. - 15,000
| Industrial revenue bond(s), maturing in December 2006 and August 2019, at '
| variable interest rates of 4.02% at December 31, 2006, and 3.609% and 3.65% at
December 31, 2005 ... oottt i e et a e, e 4,760 12,260
Capital lease obligations ........c.itiiiit it ittt ittt it 859 1,732
Other borrowings, at varying intcrcs; rates ranging from 5.99% to 8.98% in 2006
and 3.67% t0 6.25% in 2005 .............. e PR 728 4,499
Total long-term debt ... .. i vieii i i it e e 64,826 33,491
Less: current portion ............ e ere et ir ey e 415 27,213
Total long-term debt, less CUrrent POrtion . ..........eeevueerenrernanns. $64,411 $ 6,278

~

In December 2005, we entered into a new five-year, unsecured bank agreement that provided an
unsecured $95 million revolving credit facility and we terminated the previously available $75 million
revolving credit facility. In October 2006 we amended our credit agreement to increase the unsecured
revolving credit facility to $125 million. In accordance with the credit agreement, the rate of interest and
facility fees we are charged vary based upon changes in our net debt leverage ratio. We can borrow at
either the Euro dollar rate plus an applicable margin of 0.625% to 1.625% or at a base rate plus an
applicable margin of 0% to 0.25%. The base rate for any day is the higher of the Fed Funds rate plus
0.50% or the lenders Prime rate. We are also required to pay an unused facility fee that can range from
0.15% to 0.35% per annum and a utilization fee of 0.10% per annum if our borrowings exceed 50% of
the credit facility limit. The facility expires on the earlier of December 20, 2010 or the date on which the
revolving credit facility commitments are terminated by the Lenders in accordance with the Credit
Agreement. The entire principal amount of all outstanding loans is not due until the facility expiration
date, as such this amount has been classified as long term. The $125 million revolving credit facility is
available to support our acquisition program, working capital requirements and general corporate
purposes. At December 31, 2006, we had borrowings of $38.5 million outstanding under our revolving
credit facility. ' ' ‘ '

On October 19, 1999, we issued $75.0 million of unsecured notes that matured through annual principal
payments from October 2002 - 2006. Proceeds from the notes and borrowings under the credit facility
were used to repay $96.0 million of investments by, and advances from, Watts and the outstanding
balance under a then existing term loan agreement. Beginning on October 19, 2002, we commenced
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1

making $15.0 million annu%ll payments reducing the $75.0 million outstanding balance of our unsecured
8.23% senior notes, which matured in October 2006. The last annual payment of $15 million was paid
in October 2006. !

Certain of our loan agreements contain covenants that require, amoh'g other items, maintenance of
certain financial ratios and also limit our ability to: enter into secured and unsecured borrowing
arrangements; issue dividends to sharcholders; acquire and dispose of businesses; transfer assets among
domestic and international entities; participate in certain higher yielding long-term investment vehicles;
and issuc additional shares of our stock. We were in compliance with all covenants rclated to our
existing debt obhganons at Deccmber 31, 2006 and December 31, 2003,

|

At December 31, 2006, mmlmum prmcnpal payments required during each of the next five years are as
follows (In thousands): |

[ ' 2007 2008 2009 ' 2010 2011 Afrer 2011
Minimum principal paymelllt ............. $415 - $310 $335 $58,494 §$-  §5271

|

(11} Share-Based Compenfsation

‘ 1

Prior 1o January 1, 2006 wcle accounted for our stock options using the intrinsic value method of
accounting provided under 'Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued
to Employees,” (“APB 25 ”I and related interpretations, as permitted by FASB Statement of Financial
Accounting Standards (“SFAS”) No. 123, Accounting for Share-based Compensation, (“SFAS 1237).
Applying the intrinsic valué method of accounting for our stock options, we did not record share-based
compensation in our net earnings because the exercise price of our options equaled the market price of
the underlying stock on the date of the grant. Accordingly, share-based compensation for our options
was included as a pn[)formal disclosure in the financial statement footnotes and continues to be provided
as proforma disclosure in the financial statement footnotes for periods prior to January 1, 2006.

i
During the quarter ended March 28, 2004, we began granting restricted stock units (“RSU Awards”™) in
lieu of a portion of employee stock option awards and we have not granted any stock option awards in
fiscal 2006. We account for these RSU Awards by expensing their weighted average fair-value to selling,
general and administrative expenses ratably over the three-year vesting period. During the year ended
December 31, 2006 and Dcccmbcr 31, 2005 we granted 104,849 and 76,100 RSU Awards with
approximate fair values of $27 90 and $25.47 per RSU Award, rcspccuvcly t

Effective January 1, 2006 vlre adopted the fair value recognition provisions of SFAS 123(R), Share-Based
Payment, (“SFAS 123(R)”)1, using the modified-prospective transition method. Under this transition
method, compensation cost recognized as selling, general and administrative expense in fiscal 2006
includes compensation costs for all share-based payments granted through January 1, 2006, but for
which the requisite servicé period had not'been completed as of January 1, 2006, based on the grant date
fair value estimated in accordance with the original provisions of SFAS 123. Compensation costs for any
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share-based payments granted subsequent to January 1, 2006 are based on the grant date fair value
estimated in accordance with the provisions of SFAS 123(R). Resulss for periods prior to January 1, 2006
have not been restated. '

As a result of the adoption of SFAS 123(R), our income before income taxes and net income for the year
ended December 31, 2006 is $1.2 million and $0.8 million lower, respectively, than if we continued to
account for share-based payments under APB 25. The adoption of SFAS 123(R) reduced our basic and
diluted earnings per share for the year ended December 31, 2006 by $0.05 per share. As of December 31,
2006 there was $4.8 million of total unrecognized compensation costs related to our outstanding share-
based compensation arrangements. That cost is expected to be recognized over a weighted average period
of 2.29 years.

Prior to the adoptlon of SFAS 123(R), we presented all tax benefits of deductions resulting from the
exercise of share-based payments as operating cash flows in the Consolidated Cash Flow statement. SFAS
123(R) requires the cash flows resulting from tax deductions in excess of the compensation cost for those
share-based awards (excess tax benefits) to be classified as financing activities.

The following table illustrates the effect on net income and earnings per share during the year ended
December 31, 2005 and December 31, 2004, if we had applied the fair value recognition provisions of
FASB Statement No. 123, (In thousands, except per share data):

December 31, December 31,

. ‘ 2005 2004
NetiNCOME .« .vvvvrevrvrinnnanenenns et $20,383 $11,803
Add stock-based compensation expense included in reported net income, net
03 8 > O 690 423
Less stock-based employee compensation cost, that would have been mcluded
in the determination of net income under a fair value based method, net of .
7 . SN ‘ 1,678 1,305
Pro forma net income as if the fair value based method had been appllcd to all
awards ........................................................ $19,395 $10,921
Earnings per common share (as reported):: -
BaSIC o vttt it i e e et e $ 1.30 $ 077
Diluted . ..vvveeerieeeiieee e S i $ 127 .$ 074
Pro forma earnings per common share: ‘ _
T $ 1.24 $ 071
Diluted ...t e iaaeaeaareaiaar e $ 1.21 $ 0.69

For all of our stock option grants, the fair value of each grant was estimated at the date of grant using
the Black-Scholes option pricing model. Black-Scholes utilizes assumptions related to volatility, the risk-
free interest rate, the dividend yield and employee exercise behavior. Expected volatilities utilized in the
model are based on the historic volatility of the Company’s stock price. The risk free interest rate is
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derived trom the U.S. Treasurv Yield curve in effect at the time of the grant. The model incorporates

exercise and post-vesting forfeiture assumptions based on an analysis of historical data.
) e . I

We did not grant any stock-options during the year ended December 31, 2006. The following summary
presents the weighted average assumptions used to estimate fair value our stock-option grants during the
year ended December 31, 2003 and 2004:

] Dcc::mbcr 31, December 31,

2005 2004
Risk-free interest rate . .. | ............... PO 3.8% 3.8%
Expected life (years) ..... ‘ .................................... e , 64 7.0
Expected stock volatility . . l ......................................... 40.7% 32.8%
Expected dividend yield . 1‘ ............ e e 0.6% 0.9%

As of December 31, 2006 “_Ie have one share-based corﬁpensation plan. The 1999 Stock Option and
Incentive Plan (the “1999 S;iock Plan™), which was adopted by our Board of Directors and approved by
our shareholders, permits the grant of the following types of awards to our officers, other employees and
non-employee directors: i'nc;entive stock options; non-qualified stock options; deferred stock awards;
restricted stock awards; ungestricted stock awards; performance share awards; stock appreciation rights
(“SARs”) and dividend equivalcnt rights. The 1999 Stock Plan provides for the issuance of up to
3,000,000 shares of common stock (sub]cct to adjustment for stock splits and similar events). New
options granted under the 1999 Stock Plan could have varying vesting provisions and exercise periods.
Options granted vest in perlods ranging from 1 to 6 years and expire 10 years after the grant date. As of
December 31, 2006, 1,]23,9( 79 shares were available for grant under the 1999 Stock Plan.

The CIRCOR Managt:mt’:ntl Stock Purchase Plan, which is a component of the 1999 Stock Plan, provides ‘

that eligible employees may elect to receive rcsmctcd stock units in lien of all or a portion of their
pre-tax annual incentive bonus and, in some cases, make after-tax contributions in cxchangc for
restricted stock units “RSU MIPS”. In addition, non-employee directors may elect to receive restricted
stock units in lieu of all or a portion of their annual directors’ fees. Each RSU MIP represents a right to
receive one share of our common stock after a three-year vesting period. RSU MIPs are granted at a
discount of 33% from the falr market value of the shares of common stock on the date of grant. This
discount is amortized as compensation expense, to selling, general and administrative expenses, ratably
over the three-year vesting period. 113,423 and 26,510 restricted stock units with per unit discount
amounts representing fair \:fglucs of $9.18 and $8.22 were granted under the Circor Management Stock
Purchase Plan during the t\fyclve months ended Decemhcr 31,2006 .and December 31, 20035, rcspcctiyqu.

At the date of our spin-off [fr-om Watts Water Technologies, Inc. (“Watts™) in October 1999, vested and
non-vested Watts options held by our employees terminated in accordance with their terms and new
options of equivalent value were issued under the 1999 Stock Plan to replace the Watts options
(“replacement options”). The vesting dates and exercise periods of these options were not affected by the
replacement. Based on their original Watts grant date, the replacement options vested during the years
1999 10 2003 and expire 10 years after grant of the original Watts options. Additionally, at the spin-off
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date, vested and non-vested Watts restricted stock units and SARs held by our employees were converted
into comparable restricted stock units and SARs based on our common stock. Vested restricted stock
units will be distributed in shares of our common stock. Upon exercise, vested SARs will be payable in
cash. At December 31, 2006, chere were 340,908 restricted stock units and 9,600 SARs outstanding.
Compensation expense related to restricted stock units, stock-options and SARs for the twelve month
periods ended December 31, 2006, 2005 and 2004 was $3.3 miilion, $1.0 million and $0.7 million,
respectively and was recorded as selling, general and administrative expense.

A summary of the status of all stock-options granted to employees and non-employee directors as of
December 31, 2006, 2005, and 2004 and changes durmg the twelve month period are presented in the
table below (Options in thousands):

. December 31,

2006 2005 2004
Weighted _ " Weighted Weighted
Average -Average : Average

Options  Exercise Price  Options  Exercise Price  Oprions  Exercise Price

Options outstandlng at begmmng of

period T 1,080  $16.07 < 1273  $1328 1,335  §12.24
Granted ....... ..., - - 188 24.90 118 23.74
Exercised ......cvvvviiiiiinnans L (298) 12.17 (358)  10.55 (102) 12.06
Canceled "...uvnviuineennnnen. " (8s) 2022 (23) 2021 (78 1296
Options outstanding at end of ‘ o

period .....iiiiiiiiin, 697 $17.23 1,080 $1607 1273  $13.28
Options exercisable at end of ' ‘

Period ..ttt 485  $i5.04 654  $12.94 ' 819  $11.65
Weighted average fair value of options . I ) _

granted ... i iiiiiieiie e N/A ' $10.92 $ 8.98

The weighted average contractual term for stock-options outstanding and exercisable as of December 31,
2006 was 4.84 ycars and 4.77 years, respectively. The aggregate intrinsic value of stock-options exercised
during the twelve months ended December 31, 2006, 2005 and 2004 was $6.1 million, $5.2 million and
$0.7 million respectively. The aggregate fair value of stock-options vested during the twelve months
ended December 31, 2006, 2005 and 2004 was $1.1 million, $1.3 million and $1.2 million respectively.
The aggregate intrinsic value of stock-options outstanding and exercisable as of December 31, 2006 was
$13.6 million and $10.5 million, respectively.
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The following table summa:‘ri;:cs' information about stock options outstanding at December 31, 2006
{Options in thousands):

. -

| Options Qutstanding : Options Exercisable
| Weighted Average
| Remaining
o Contractual Life = Weighted Average Weighted Average
Range of Exercise Prices i Options {Years) Exercise Price Options  Exercise Price
$ 7.17-8$788 ......... Lo, .35 3.6 $ 7.50 35 $ 7.50
7.89-10.51 ..o s 39 2.8 10.38 39 . 1038
10.52-15.77 ......... U 267 5.4 13.82 228 13.80
15.78 -18.40 ......... .. oo 131 4.8 16.32 121 . 16.32
18.41-21.03 ........] L. 2 6.6 19.75 - -
21.04-23.66 ...oiiitiininnn. 1 8.3 22.97 1 22.97
23.67-2629 ........] L. L2220 77 24.54 61 24.34
$ 717-$2629 ........ L 697 . S8 1$17.23 485 $15.04

A summary of the status of.all RSU Awards granted to employees and non-employee directors as of
December 31, 2006, 2005, and 2004 and changes during the year are presented in the table below (RSUs
in thousands): 1

i

RSUs Exercise Price  RSUs Exercise Price RSUs Exercise Price

; December 31,

! 2006 2005 2004

i Weighted Weighted : - Weighted
I Average ' Average Average
|

RSU Awards outstanding at bcgmnmg of

period .. ..iiinienns SO e 102 $25.01 38  $22.61° - -
Granted ....ooviinent i, R 105 2790 76 2547 40  $23.74
Settled ..vvonrsrrinn. ! ...... ST (15) 2427 (5} 2381 - -
Cancelled............... PP {30) 25.67 (7 23.88 {(2) 23.80

I i 7 1=

RSU Awards outstanding ait end of period .. 162  $26.83 102  $25.01 38 $22.61
RSU Awards exercisable atf end of period ... 12 ‘ \) -
Weighted average fair value of RSU Awards ' ,

granted ........... ! ........... S $24.68 $23.80 - ©N/A

The aggregate intrinsic value of RSU Awards settled during the twelve months ended December 31,
2006, 2005 and 2004 was ;$().6 million, $0.2 million and $0 respectively. The aggregate fair value of
RSU Awards vested during the twelve months ended December 31, 2006, 2005 and 2004 was $0.8
million, $0.3 million and $0 respectively. The aggregate intrinsic value of RSU Awards outstanding and

exercisable as of December 31, 2006 was $6.0 million and $0.4 million, respectively.
. ]
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The following table summarizes information about RSU Awards outstanding at December 31, 2006:

RSU Awards Qutstanding . RSU Awards Vested

"Weighted Average
. Remaining
RSUs Contractual Life ~ Weighted Average RSUs Weighted Average

Range of Exercise Prices (thousands) (Years) Exercise Price {thousands) Exercise Price
$2200-$2399 ........... 16 0.1¢ . $23.79 5 - $23.80

24.00-2599............. , 36 1.13 24.90 6 24.90

2600-2799............. 101 2.37 27.81 . 1 27.95

28.00-2999 ............. 8 2.30 28.88 - -

30.00-3199...5......... 1 - 2.76 30.11 - -
$22.00-$3199............ 162 1.87 $26.83- - 12 $24.68

A summary of the status of all RSU MIPs granted to employees and non-employee directors as of
December 31, 2006, 2005, and 2004 and changes during the year are presented in the table below (RSUs
in thousands): .

December 31,

2006 - 2008 2004
Weighted Weighted Weighted
Average Average Average

RSUs Exercise Price RSUs Exercise Price RSUs Exercise Price

RSU MIPs outstanding at beginning of

period ... i i w154 $12.96 173 $11.70 159 $10.10
Granted ....... ... 113 18.63 27 16.68 53 15.92
SEEtled - - v v ettt (45) 1127  (30) 1011 (26)  9.18
Cancelled .. .....oenareiniieinaiiisns (43) . 1468  (16) 1180  (13) 1034
RSU MIPs outstanding at end of period .... 179  $16.69 154  $12.96 173  $11.70
RSU MIPs exercisable at end of period ... .. 20 $ 8.41 61 § 841 53 $79
Weighted average fair value of RSU MIPs

granted . ... $18.63 ' $16.68 $15.92

The aggregate intrinsic value of RSU MIPs settled during the twelve months ended December 31, 2006,
2005 and 2004 was $1.8 million, $1.1 million and $0.8 million, respectively. The aggregate fair value of
RSU MIPs vested during the twelve months ended December 31, 2006, 2005 and 2004 was $0.3 million,
$0.6 million and.$0.2 million respectively. The aggregate intrinsic value of RSU MIPs outstanding and -
exercisable as of December 31, 2006 was $3.6 million and $0.6 million, respectively.

v
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The following table summarizes information about RSU MIPs outstanding at December 31, 2006 (RSUs
in thousands): '

1 . ) : : i
' . . .
; _ . . RSU MIPs Qutstanding RSU MIPs Vested
] . CLo . . Wciglztcd Average i
CoL Remaining o
3 ) Contracmal Life ~ Weighted Avei:age ‘ Weighted Average
Range of Exercise Prices o . : *  RSUs {Years} Exercise Price’ RSUs Exercise Price
$ 5.03-87.99 ..... R S 9 . - ' §584 9. §584
8.00-10.99 ......... e, g - 1008~ 8 10.08
11.00-13.99 ........ U S 1272 13 12.72
14.00-16.99 ......... DO 58 . 049 1617 - -
17.00-19.99 ......... b, 101 2.16 1863 - -
$ 5.03-$19199 ........L. e 179 1.54 . $16.69 20 $ 8.41.
‘ _— , L . ‘-'—‘
{12) Accumﬁiéted Other (Iorﬁprehensive Inc;)me l
The accumulated other comprehensive income consists of the following (In thousands):
v ! . December 31, 2006
! ' " Gross Tax Net =
kem Effect of Tax
Cumulative translation adjustment ....... e e . $25,46|;1 $ - $25464
Minimum pef;sion liability.l.-. e eeereraeaeaaranaeaa i s ‘ (2,285) 868 ;(1,417)
Pension liability adjustmeri't toapply SFAS158 ... iiiiiiiiiiinns (1,076) 409 (667)
Total accumulated other comprehensive income .................. $22,1 03 $1,277 $23,380
i December 31, 2005
' Gross Tax Net
. Item Effect of Tax
Cumulative translation adjustment ............... ...l ' $13,126 $§ - $13,126
Minimum pension liability,. ........... e, PN . {(247) 94 - (153)
‘ , ; —= =
Total accumulated other comprehensive income . ... il $12,879 §$. 94 $12,973
The increase in our cumulative translation adjustment balance of $12.3 miliion from December 31, 2005
to December 31, 2006 qu' primarily a result of the devaluation of the US dollar against other foreign
currencies. ‘ i
I

As a result of the sale of SART in 2006 we included a reduction of $1.6 million in 01:1r cumulative
translation adjustment balance. This reduction of $1.6 million was included in the calculation of the gain
on the sale of less than $0.1 million.
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(13) Employee Benefit Plans S ' B .

We maintain two pension benefit plans, a qualified noncontributory defined benefit plan that covers
substantially afl of our salaried and hourly non-union employees in the United States, and a nonqualified,
- noncontributory defined benefit supplemental plan that provides benefits to certain highly compensated
officers and employees. To date, the supplemental plan remains an unfunded plan. These plans include
significant pension benefit obligations which ;;_rc calculated based on actuarial valuations. Key
assumptions are made in déterminiﬁg these obli_gatio.ns and related expenses, including expected rates of
return on plan assets and discount rates. Benefits are based primarily on years of service and employees’
compensation. The annual measurement date for both of our plans has been September 30th.

As of July 1, 2006, in connection with a revision to our retirement plan, we froze the pension benefits of
our qualified noncontributory plan participams. Under the revised plan, such participants generally do
not accrue any additional benefits under the defined benefit plan after July 1, 2006. In connection with
the:freeze of our qualified noncontributory defined benefit plan we incurred.a pre-tax curtailment charge
of $0.4 million during the third quarter of 2006. This curtailment charge was.recorded as a special
charge in our income statement and is not included in the components of net benefit expense listed

below.

During 2006, we did not make any cash contributions to our qualified defined benefit pension plan. In -
2007, we-are not expecting to make voluntary cash contributions to our qualified defined benefit pension
plan, although global capital market and interest rate fluctuations may impact future funding

requirements,

Ad&itjonaliy, substantially all of our'U.S. employees are eligible to participate in a 401(k) savings .p_lan.
Under this plan, we match a specified percentage of employee co'ntribu"céons',' 's:ubjcct to certain
limitations. o o o '

1

The cbmponer&s of net benefit expense are as follows (In thousands):

Year Ended December 31,
. ‘ 2006 2005 2004

Components of net benefit expense: ' 7 ‘ ,
Service cost-benefitsearned .......... ... i, I L. $§1,724 $2,159 $2,322
Interest cost on benefits obligation .. .........oooviiiiiii "1,713 1,453 1,315
Net loss amortization ........... e, et ee e 217 . 199 286
Transition asset AaMOTHZATION .4+ 'vvsrusn. et rear e a e, (8) (8) (8)
Prior service cost amortization ....... SR Vet veeio o 59 98 98
Expected return O AS5€TS o v v v it eu s ennrannonnrooessaraorioassas - (2,205)° (1,854) (1,541)

Net periodic cost of defined benefits plans .. .............coouus, 1,500 2,047 2,472
Cost of 401(k) plan company match contributions . . . .. TR T 1,101 . 339 326

Net benefit plans expense ............c.vunnun e ... $.2,601 $2,38 § 2,7"98
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The weighted average assumptions used in determining the net periodic benefit cost and benefit
obligations and net benefit cost for the pension plans are shown below:

I
i

[
l

Net periodic benefit cost:

Discount rate

..................................................

: |
Expected returnonplan assets ..i ... ittt ittt
Rate of COMPeNsation iNCrease ... ...uiverreneronnroanreennarcanssnin

|
Benefit obligations:
Discount rate e

..................................................

Rate of compensanon IHCIC?SC nonqualified plan ............ ... oL
Rate of compensation increase — qualified plan . ........................

|
t

.

Year Ended December 31,

2006 2005 2004
5.50% S5.80% 6.00%
8.50% 8.50% 8.75%
4,00% 4.00% 4.00%
5.80% $.50% 5.80%
4.00% 4.00% 4.00%

4.00% 4.00%

The qualified plan was remeasured on March 31, 2006 due to freeze in pension accruals after July 1,
2006. The discount rate used to determine net periodic benefit cost for the penod aftcr July 1, 2006 was

o N
6%. L

i

¥

In selecting the expected long-term rate of return on assets, we considered the average rate of carnings
expected on the funds invested or to be invested to provide for the benefits of these plans. This included
considering thc pension assét allocation and the expected returns likely to be earned over the life of the
plans. This basis is consistent with the prior year.
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The funded status of the defined benefit plan and amounts recognized in the balance sheets, measured as

of September 30, are as follows (In thousands):.
December 31,
2006 2005
Change in projected benefit obligation: .-
| Balance at beginningof year ......... ... .. .. it $31,884 $25,269
| 7 Lo T 1,724 2,159
! T e . 1,713 © 1,453
| Actuarial loss ... it i i ettt (1,430) 3,779
| Benefits paid . ..o oi ittt i i e et e (587) (436)
AdMINISTIATIVE EXPEMSES + & 1 v v e vt ersserereneianecrnenaneersarnsnenen (271)  (340)
LT T4 V1 T 1 ¢ T (1,783) - -
Balanceatendofyear...............ooiiiinnnt. e $31:250 $31,884
Change in fair value of plan assets:
Balance at beginning of year .................. e PP e . $25,513 $21,358
Actual return on assets .. ...... L e 2,431 2,931
Benefits paid ............... et e et e, (587) (436)
Administrative expenses . . . . . ST e R s et (271) (3400
Employer contributions ...................... e e 24 2,000
Fair value of plan assetsatend of year ........... ... ..ol $27,110 $25,513
Funded status: _
Excess of projected benefit obligation over the fair value of plan assets ....... $(4,140) $%(6,371)
Conrtribution after measurementdate .........ciiiiiin e eanns 9 -
Unrecognized transition @SS€t ... vvuvvnnevvrrevrarroareascnosssassnns - {22)
Unrecognized prior SErviCE COSE .. v vt innnetenerineererenrnernnnnnaens - 563
Unrecognized actuarial loss .......oiiviiii ittt iieiieeiierennianen - 6,970
Net {accrued) prepaid benefit cost ... .vvuineirniriereniinnnnannas $(4,131) $ 1,140
Pension plan accumulated benefit obligation (“ABO™) ............... P $28,074 $24,891
Supplemental pension plan ABO ... ... ittt i A 2,162 1,806
Aggregate ABO .. ... i e $30,236 $26,697
Accrued pension liability prior to SFAS 158 .. ... . it {780)
"Plan assets for funded pension plan ... ... o i il i e e $27,110 $25,513
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As required by SFAS 158 the followmg information is presentcd as of Dcccmbcr 31, 2006:
| . .
December 31,

|
| 2006
Funded status, end of year.g
Fair value of plan ASSELS ...l e 27,110
Benefit obligations . . i .................................. e teetteeraannaans (31,250)
Fundedstatus...\....._.........._...V ................................... 3 (4,140)
Amounts recognized in the 'statement of financlal position consist of: ' T '
Noncurrent liability . ‘ ........ e R, PP S . . (4,131)
Total amount recogmzed ................................ e, $ (4,131)
Amounts recogmzed in accumulated other comprehens;ve income consist of: ,
Net actuarial losses ... ...t et e . 3,313
Prior service cost / (crqdit) .................................................. 61
Transition obligation /{asset) ........... ... ol ittt e (13)
. B [ '
Total amount recognized . .. .....ovvntiiiiii e $ 3,361
Estimated amortization to be recognized in accumulated other comprehensive income in
2007 consist of: i '
Net actuarial osses ... ......ooiuniiiii i e 74
Priorscn}icccostl(cre,fdit)..................................‘ ................ 20
Transition obligation f{asset) ....ooounll e neee e, R S (9)

Total amortization ......... e e e e e e e $ 85

At December 31, 2006, thc benefit payments expected to be pald in each of the next five years and the

aggregate for the five flscal‘
] 1‘ 2007 2008 2009 2010 2011 2012-2016
Expected benefit payments{ ..................... $690 $777 $873 $1,026 $1,210 $9,484

‘ | R

' N . '
The plan assets were held in the following accounts at year-end, expressed as a percent of total assets:

yu=ars thereafter are as follows (In thousands):

| 2006 2005

| ‘ =
Equity securities ........ e e e et e 70% 70%
Dbt SECUIIHIES + v v v vt v te vttt it ettt i ettt n st iran s ensnssenanansnnans 30% 30%

,  100%  100%

|
Our investment objectives for the portfolio of the Plan assets are to match, as closely as possible, the return
of a composite benchmark compnscd of: 40% of the Russell 1000 Index; 15% of the Russelt 2000 Index;
15% of the Morgan Stanlcy Capital International EAFE Index; and 30% of the Lehman Brothers
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Aggregate Bond Index. We also seek to maintain a level of volatility {measured as standard deviation of
returns) which approximates that of the composite benchmark returns. Rebalancing among asset classes
will occur on an annual basis to ensure that the targeted asset allocations are maintained.

Effective December, 2006, we adopted the recognition and disclosure provisions of SFAS No.158
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of
FASB Statements No. 87, 88, 106, and 132(R)”. This Statement requires employers to recognize in their
balance sheets the overfunded or underfunded status of defined benefit post-retirement plans, measured
as the difference between the fair value of plan assets and the benefit obligation (the projected benefit
obligation for pension plans and the accumulated postretirement benefit obligation for other post-
retirement plans). Employers must recognize the change in the funded status of the plan in the year in
which the change occurs through other comprehensive income. This Statement also requires plan assets
and obligations to be measured as of the employers’ balance sheet date. The measurement provision of
this Statement will be effective for years beginning after December 15, 2008. We do not expect to adopt
the measurement provisions of this Statement until our fiscal year ending December 31, 2007,

Prior to the adoption of the recognition provisions of SFAS No. 15 8, we accounted for our pension
benefit plans under SFAS No. 87, “Employers Accounting for Pensions.” SFAS No. 87 required that a
liability {minimum pension liability) be recorded when the benefit obligation (ABO) exceeded the
combined fair value of plan assets and accrued pension cost. Any adjustment was recorded as a non-cash
charge to other comprehensive income in shareholders’ equity {deficit}). SFAS No. 106 required that the
liability recorded should represent the actuarial present value of all future benefits attributable to an
employee’s service rendered to date. Under both SFAS No. 87 and No. 106, changes in the funded status
were not immediately recognized, rather they were deferred and recognized ratably over future periods.
Upon adoption of the recognition provisions of SFAS No. 158, the Company recognized the amounts of
prior changes in the funded status of its post-retirement benefit plans through accumulated other
comprehensive income (loss). As a result, we recognized the following adjustments in our Consolidated
Balance Sheet as of December 31, 2006 (In thousands): . .

Prior to Adopting  Effect of Adopting As Reported

SFAS No. 158 SFAS No. 158 December 31, 2006

Intangible asset . ..o .orrer i, $ 61 -$ (61) $ -

Pension liability, net ....... .. viiiv i, 3,117 1,014 4,131
Deferred tax asS6t . v vt v it ine et i et renannans B68 « 409 1,277
Accumulated other comprehensive income, net of

deferredtaxes ...... ... ... i, 1,417 667 2,084

During the year ended December 31, 20085, a $0.3 million adjustment was made to record the minimum
pension liability required to the extent the accumulated benefit obligations exceeded plan assets as of
Sebtembcr 30, 2005, the plan measurement date. In conjunction with the adjustment to the liability
account, a $0.1 million intangible asset was recorded up to the amount of unrecognized prior service cost
for those plans. A $0.2 million corresponding charge, net of tax, was recorded to other accumulated
comprehensive income.
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(14) Contmgencnes and thlarantees S o : Lo
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We, like othcr worldmdc manufacturmg companies, are sub|cct to a variety of potcntlal liabilities .
connected with our business operations, including potential liabilities and expenses associated with
possible product defects or failures, and compliance with environmental laws. We maintain liability
insurance coverage which vL'e believe to be consistent with industry practices. Nonetheless, such
insurance coverage may not be adequate to protect us fully against substantial damage claims, which
may arise from product defects and failures or from envirgnmental liability.

We, like many other manufacturers of flu:d control products have been and continue to be namcd as
defendants in |product llablllt y actions brought on behalf of mdmduals who seek compensation for their
alleged exposure to airborne asbestos fibers, In particular, our subsidiaries, Leslie, Spence, and Hoke,
collectively have been named as defendants or third-party defendants in currently open asbestos related
cases brought on behalf of approximately 6,000 claimants. In some instances, we also have been named
individually and/or as successor in interest to one;or more of these subsidiaries. Thcs,: cases typically
have anywhere from 25 to 400 defendants and generally seek unspecified compensatory and punitive
damages against all defendants in the aggregate. However, the complaints filed on behalf of claimants
who do seek specified com;l)cnsatory and punitive damages typically seek millions or tens of mnlhons of .

dollars in damages against the aggregate of defendants.

|

: I
Of the approximately 6, 000 plaintiffs whose claims remain open, all but approximately 750 have ’
brought their claims in MlSSl'»Slppl Over the past two years, the Mississippi courts have rendered

decisions and the state legls!laturc has passed legislation aimed at curbing certain abusive practices by

plaintiff attorneys pursuant to which large numbers of unrelated plaintiffs (sometimes numbering in the

thousands in'a single case) would be grouped in the s5ame case against hundreds of defendants. As a
result of thesq changes, many of these “mass filings” have been dismissed and the number of Mississippi
¢laimants agamst our subsndxanes is now approximately 5,200 whereas it prcvnously had been as high as
21,000. We' expect nearly all of these remaining MlSSlSSlppl claims to be dismissed as well. While it is
possible that certam dismissed claims would be re-filed in Mississippi or in other |unsd1ct10ns, any such

re-filings hkely would be m‘ade on behalf of one or a small number of related individuals who can

demonstrate dctual injury and some connection to our subsidiaries’ products. The remaining claims have
been brought in the state courts of approx;matcly 25 different states with California, Texas, New York

Massachusctts and Connecticut having the most sngmflcant percentage of the claims. |

Any components containing asbestos formerly used in Leslie, Spence and Hoke products were entirely
internal to the product and, we believe, would not give rise to ambient asbestos dust during normal
operation or durmg normal inspection and repair procedures. Moreover, to date, our insurers have been
paying the vast majority of the costs associated with the defense and settlement of these actions,
particular with respect to Spence and Hoke for which insurance has paid all defense and settlement costs
to date. With'regard to Leslie, our current cost sharing understanding with'Leslie’s insurer’s results in
Leslie being responsible for. 29% of its defense and settlement costs. In light of the foregoing, these cases,
to date, have not had a material adverse effect on our financial condition, results of operations or cash
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flows. However, due to the nature and number of variables associated with asbestos related claims, such
as the rate at which new claims may be filed; the availability of insurance policies to continue to recover
certain of our costs relating to the defense and payment of these claims; the impact of bankruptcies of
other companies currently or historically defending asbestos claims including our co-defendants; the
uncertainties surrounding the litigation process from jurisdiction to jurisdiction and from case to case;
the impact of potential changes in legislative or judicial standards; the type and severity of the disease
alleged to be suffered by each claimant; and increases in the expense of medical treatment, we are unable
to reliably estimate the ultimate costs to us of these claims and cannot assure that such costs will'not
have a material adverse effect in the future, As a result, our policy has been (i) to accrue for any
settlements only at such time as settlement of a particular case is reasonably probably of occurring and
the amount is estimable and (ii) to accrue defense costs as incurred. '

.

We have reviewed all of our pending judicial and legal proceedings, reasonably anticipated costs and
expenses in connection with such proceedings, and availability and limits of our insurance coverage, and
we have established reserves that we believe are appropriate-in light of those outcomes that we believe
are probable and estimable at this time. - B

Standby Letters of Credit

We execute stand-by letters of credit, which include bid bonds and performance bonds, in the normal
course of business to ensure our performance or payments to third parties. The aggregate notional value
of these instruments was $28.3 million at December 31, 2006. Our historical experience with these types
of instruments has been good and no claims have been paid in the current or past four fiscal years. We
believe that the likelihood of demand for payments relating to the outstanding instruments is remote.
These instruments have expiration dates ranging from less than one month to four years from

December 31, 2006. ‘

The following table contains information related to standb'y letters of credit instruments outstanding'as
of December 31, 2006 {In thousands):

Maximum Potential

Term Remaining : ’ Future Payments

0-12 months ........ e ..... e l $21,365

Greater than 12 months ....... e araeaeea e, e e raenaanaa, 6,928
Total ...... Ceneaaaes e erarerae et e $28,293

Commercial Contract Commitment

As of December 31, 2006 we have approximately $73.5 mill_iox-l of commercial contract commitments
related to open purchase orders.




‘ CIRCOR INTERNATIONAL, INC.
Notes to Consolidated Financial Statements — (Continued)

(15) Guarantees and Indemnification obligations

As permitted under Delaware law, we have agreements whereby we indemnify certain of our officers and
directors for certain events or occurrences while the officer or director is, or was, serving at our request
in such capacity. The term of the indemnification period is for the officer’s or director’s lifetime. The
maximum potential amount of future payments we could be required to make under these
indemnification agreements is unlimited. However, we have directors and officers liability insurance
policies that limit our cxpo!sure for events covered under the policies and should enable us to recover a
portion of any future amounts paid. As a result of the covcragc under these insurance policies, we believe
the estimated fair value of these indemnification agreements is minimal and, thercforc, have no llabllmcs
recorded from those agreements as of December 31 2006.

I
In connection with our indpstrial revenue bond financing arrangements which benefit certain of our
~ subsidiaries, we are obligaﬁecl to indemnify the banks in connection with certain errors in the
administration of these financing arrangements to the extent such errors are not willful and do not
constitute gross negligence! This indemnification obligation is unlimited as to time and amount. We have
never been required to make any payments pursuant to this indemnification. As a result, we believe the
estimated fair value of this|indemnification agreement is minimal. Accordingly, we have no liabilities
recorded for those agrcemt}tnts as of December 31, 2006. - -

We record provisions for tilC estimated cost of product warranties, primarily from historical information,
at the time product revenue is recognized. While we engage in extensive product quality programs and
processes, our warranty obligation is affected by product failure rates, utilization levels, material usage,
service delivery costs incurred in correcting a product failure, and supplier warranties on parts delivered
to us. Should actual product failure rates, utilization levels, material usage, service delivery costs or
supplier warranties on parts differ from our estimates, revisions to the estimated warranty liability would
be required. I : ‘

‘ . .
The following table sets foFth information related to our product warranty reserves for the twelve

months ended and as of ch-ember 31, 2006 (In thousands):

Balance at December 31,2005 .........covuunnn. e . $2,173
Provisions . .... o, 1,580
Clmmssettled..| ..... OO o o I 129
Acquired hablhty ................................................. (23)
Currencytranslatllonadiustments 166
Balance at Deceni'lbcr 31,2006 ..t $ 2,750
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{16) Financial Instruments

Fair Value-.

The carrying amounts of cash and cash equivalents, trade receivables and trade payables approximate
fair value because of the short maturity of these financial instruments: Investments are marked to market
at the balance sheet date. The fair value of our variable rate debt approximates its carrying value.

In the normal course of our business, we manage risk associated with foreign exchange rates tbrough a
variety of strategies, including the use of hedging transactions, executed in accordance with our policies.
As a matter of policy, we ordinarily do not use derivative instruments unlégs there is an underlying
exposure. Any change in the value of our derivative instruments would be substantially offset by an
opposite change in the underlying hedged items. We do not use derivative instruments for speculative
trading purposes.

Accounting Policies ) .,

;
Using qualifying criteria defined in Statement No. 133, derivative instruments are designated and
accounted for as either a hedge of a recognized asset or liability {fair value hedge) or a hedge of a
forecasted transaction (cash flow hedge). For a fair value hedge, both the effective and ineffective
portions of the change in fair value of the derivative instrument, along with an adjustment to the carrying
amount of the hedged item for fair value changes attributable to the hedged risk, are recognized in
earnings. For a cash flow hedge, changes in the fair value of the derivative instrument that are highly
effective are deferred in accumulated other comprehensive income or loss until the underlying hedged
item is recognized in earnings. If the effective portion of fair value or cash flow hedges were to cease to
qualify for hedge accounting, or to be terminated, it would continue to be carried on the balance sheet at
fair value until settled; however, hedge accounting would be discontinued prospectively. If forecasted
transactions were no longer probable of occurring within the specified time period or within an
additional 2 month period thereafter, amounts previously deferred in accumulated other comprehensive
income or loss would be recognized immediately in earnings. During 2006 and 2005 we did not have any
hedges that qualified for hedge accounting.

Foreign Currency Risk

We use forward contracts to manage the currency risk related to certain business transactions
denominated in foreign currencies. To the extent the underlying transactions hedged are completed, the
contracts do not subject us to significant risk from exchange rate movements because they offset gains
and losses on the related foreign currency denominated transactions. Our foreign currency forward
contracts have not been designated as hedging instruments and, therefore, did not qualify for fair value
or cash flow hedge treatment under the criteria of Statement No. 133 for the years ended December 31,
2006 and 2005. Therefore, the unrealized gains and losses on our contracts have been recognized as a
component of other expense in the consolidated statements of operations. There were no net unrealized
gains attributable to foreign currency forward contracts at December 31, 2006 and 2005. As of
December 31, 2006, we had three forward contracts to sell currencies with a face value of $0.6 million.
As of December 31, 2005, we did not have any forward contracts to buy or sell foreign currency.
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Operating Lease Commitments
|

CIRCOR INTERNATIONAL, INC.

- (Continuec!l)

Rental expense.under operatmg lcasc commitments amounted to: $5.3 million, $5.0 n;ulllon and $4.7
million for the years ended Dccember 31, 2006, 2005 and 2004, respectively. Minimum rental
commitments due under non-cancelablc operating leases, primarily for office and warehouse facilities, at
December 31, 2006 were (Ir{ thousands):

'
b
|
|
1

Minimum leasc commltments N

(17) Segmen& lnformation‘
]

]

|

|
Year Ended December 31, ?.006

The following table present

Netrevenues . ..oooiiiiininnnnninnrnnennnns
Inter-segment revenues ... .......coiiiienn..
Operating income (loss) .!.......coniueiinnn ..

Interest income I

Interestexpense ........ovinineniiinan.,

Other indome, net .1, ... iiniiiinnn.
Income before income taxes ... ... ...l
Identifiable assets .. ..... e e
Capital expenditures ... ' ....................
Depreciation and amomzatum .................

Year Ended December 31, 2()05
Net revenues ..........

....................

l
Inter-segment revenues . de
Operating income {loss) .[........... et
Interest income . ............. e
Interest expense ... | Ceeee e e

Other income, net . T TR TR,
Income before income taxes ........ P
Identifiable assets .. ..... e ivanaraans
Capital expenditures ...1....................
Depreciation and amortizz';tion ................

Year Ended December 31/ 2004
Net revenues .........!0....

Interest expense ..... ...
Other income, net .!....
Income before income taxes ..
Identifiable assets . . .. .. Lo
Capital expenditures ........
Depreciation and amortization

I
|
f

................

----------------

................

................

----------------

................

] . - After
2007 2008 2009 2010 2011 2011
$5,151 $3,867 $2,593 §$824 $295 $117

Instrumentation &

certain reportable segment information (In thousands):

L

Thermal Fluid
- Controls Energy  Corporate/  Consolidated
Products Products Eliminations Total
$312,700 $279,011 § - $591,711
3 ' 2 " (5) -
27,658 36,102 (16,250) 47,510
: (429}
5,546
134
42,259
370,128 256,362 (20,815) 605,675
5,262 4,642 . 29 9,933
8,494 4,907 199 13,600
$251,276  $199,255 § ~  $450,531
62 14 (76) -
27,842 19,081 {13,918) 33,005
{579)
3,389
" 144
: 30,051
307,292 145,859 7,229 460,380
7,446 7,215 361 15,021
6,305 3,929 179 10,413
$218,656 $163,178 § - $381,834
417 - (417) -
23,971 8,793 . (10,830) 21,934
(756)
4,446
(234)
18,478
307,105 179,172 (57,859) 428,418
2,614 2,510 163 5,287
5,551 4,107 198 9,856




CIRCOR INTERNATIONAL, INC.
Notes to Consolidated Financial Statements — (Continued)

Each reporting segment is individually managed and has separate financial results that are reviewed by
our chief opcratmg decision-maker. Each segment contains closely related products that are unique to the
particular segment. Refer to 'Note (1) for further discussion of the products included in each segment.

In calculating profit from operations for individual reporting segments, substantial administrative
expenses incurred at the corporate level for the benefit of other reporting segments were allocated to the
segments based upon specific identification of costs, employment related information or net revenues.

] * .

Corporate Adjustments amounts are reported on a net “after allocations” basis. Inter-segment’
intercompany transactions affecting net operating profit have been climinated within the respective
operating segments. s

The operating loss reported in the Corporate Adjustment column of the Segment Information footnote
disclosures consists primarily of the following corporate expenses: compensation and fringe costs for
executive management and other corporate staff; corporate development costs (relating to mergers &
acquisitions); human resource development and benefit plan administration expenses; legal, accounting
and other professional and consulting fees; facilitics, equipment and maintenance costs; and travel and -
various other admm:stratwc costs. The above costs are incurred in the course of furthering the business
prospects of the Company and relate to activities such as: lmplcmentmg strategic business growth
opportunities; corporate governance; risk management; treasury; investor relations and shareholder

¥

services; regulatory compliance; and stock transfer agent costs.

The total assets for of each respective operating segment have been reported as the Identifiable Assets for ‘
that segment, including inter-segment intercompany receivables, payables and investments in other
CIRCOR companies. Identifiable assets reported in Corporate Adjustments includes both corporate
assets, such as cash, deferred taxes, prepaid and other assets, fixed assets, plus the elimination of all
inter-segment intercompany assets. The elimination of intércompany assets results in negative amounts
reported in Corporate Adjustments for Identifiable Assets for the years ended December 31, 2006 and
2005. During 2005 certain investments and the related eliminations were moved from Corporate to-the
other segments resulting in a change from the negative amounts reported in prior years. Corpora]tc
Identifiable Asscts after elimination of intercompany assets were $7.2 million, $24.0 million, and $39.0
million for the periods ended December 31, 2006, 2005 and 2004, respectively. Co. T
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Notes to Consolidated Financial Statements — (Continued)

|

. 1
All intercompany transactions have been eliminated, and inter-segment revenues are not significant. The
following tables present net revenue and long-lived assets by gcographu: area. The net revenue amounts

are based on shipments to each of the respective areas.
I

‘ | Year Ended December 31,

Net revenues by geographic area (IﬂL thousands) 2006 . 2005 2004
United States ............ et e e e e e e $311,056 $238,537 $194,295
United Kingdom . ........ ! .................................. 41,071 16,122 14,161
Canada ..... e A 32,102 . 28,451 31,203
Germany ..........0.... S 28,240 22,463 23,483
United Arab Emirates .. ... : .................................. . 25,315 16,200 13,020
France ...........co..t. e e e 23,357 14,327 11,320
Netherlands .".....ooo lenn... e et nea e 19,087 24,184 12,104
Other ................. ] ................................. 111,483 90,247 82,248

Total revenues .. ..... e e e e e $591,711 $450,531 $381,834

- ' | 1 . !
I . ' December 31,

Long-lived assets by geographic area (In thousands) 2006 2005
United States 1 ... .ouei oo e e eaessee $ 60,095 $55,924
United Kingdom .. ....... TRy 33,065 14
L0111 . 10,188 10,871
Germany . ....c...oaeeyvni. bt et ra e, 9,453 8,012
France................. A 8,276 2,466
Netherlands . ... i i i it et et e 3,434 3,274
Italy ..ooovininnan.... e 3,267 3,083
Canada ................ e e e bt s e et 487 647

Total long-lived assets T $128,265 $84,291

a N +
! i
, !

Certain prior perlod amoun{ts have been reclassified and net revenues, opcratmg income, and identifiable
assets are not matcrially different with this reclassification. During April 2004, we acquired ‘Mallard.
During January and October 2005 we acquired Loud and Industria. Durmg February 2006 we acqulred

Hale Hamilton and Sagebrush.

i
|

|
|
r
| 91
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(18) Quarterly Financial Information (Unaudited, in thousands, except per share information)

' First -Second Third . Fourth
Quarter . Quarter Quarter Quarter

Year ended December 31, 2006

| NELTEVENIES . . i iveii s enee i eaneeanearoeaannnans $127,295 $144,389 $150,412 $169,615

Gross Profit v oo e et iinei it reaiaanenas 38,338 42,121 . 43,478 48,971
NEtINCOmME oo vt i et te s e ine s e enennnnens 5,164 6,458 7,323 10,383
Earnings per common share: ‘

7T T $ 033 § 040 $ 046 § 0465

Diluted ... i e 0.32 0.40 0.45 0.63
Dividends per commonshare ........coovviiiianin, $ 0.0375 $ 0.0375 $ 0.0375 $ 0.0375
Stock Price range: : . ' ‘

High ..o e i $ 2950 $ 32,00 $ 3190 §$ -38.34

Low ..... et e ee e, 25.34 26.90 26.82 29.85
Year ended December 31, 2005 - . ‘ .
INEEFEVENUES oot i vtrvenras s iennernnaresansenanns $102,238 $118,657 $109,222 $120,414
Grossprofit ... il 32,941 34,563 31,328 33,870
NeLINCOME . ot ie et et eea it maasians 5,161 6,168 4,306 4,748
Earnings per common share:

BasiC . vvvueeiere e e $ 033 8 039§ 027 § 030

Diluted .. .0 oo e e 0.32 0.38 0.27 0.29
Dividends per commonshare ....................... $ 0.0375 $ 0.0375 $ 0.0375 $ 0.0375
Stock Price range: '

High ..... et $§ 2640 $ 2570 $ 2800 $ 2853

Low ..o e e 21.19- 22.49 24.40 24.53
(19), Special Charges ' -

During the twelve months ended December 31, 2006 we recorded special charges of $0.7 million which
primarily included a corporate pension curtailment charge of $0.4 million, $0.2 million of severance
related costs associated with the discontinuation of manufacturing operations at our Canadian energy
products segment’s facility and a loss of less than $0.1 million related to a write down of assets classified
as held for sale within our Energy Products segment. '

92
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Schedule II'— Valuation and Qualifying Accounts
CIRCOR INTERNATIONAL, INC.

Additions
Balance at  Chargedto  Charged 1o Balance at
Beginning of _Costs Other * Deductions End
Description , Period and Expenses  Accounts (6) of Period
: {In thousands)
Year ended
December 31, 2006

Deducted from asset account: _

Allowance for doubtful accounts .. $ 1,943 $§ 973  § 191(1) § 584 § 2,523

Allowance for inventory ......:.. $ 7,727 § 5,625 $1,457(2) § 3,692 $11,117
Year ended '

December 31, 2005

Deducted from asset account:

Allowance for doubtful accounts .. §$ 2,549 $ 388  $ (321)7) § 673 § 1,943
Allowance for inventory ......... $14,832  § 3,195 § 645(3) $10,945 § 7,727
Year ended ' :

December 31, 2004
" Deducted from asset account: .
Allowance for doubtful accounts .. $2119 $ 377 $ 392 $ 339 § 2,549
Allowance for inventory ........ . $ 7,89  $10,721(4) $ 648(5) § 4,433 $14,832

(1) Inctudes $130 and $6 thousand acquired in connection with the acquisitions of Hale Hamilton and Sagebrush, respectively.

(2) Includes $1,012 and $231 thousand acquired in connection with the acquisitions of Hale Hamilton and Sagebrush,
respectively. .

{3) Includes $229 and $537 thousand acquired in connection with the acquisition of Loud and Industria, respectively.

{(4) Includes $6,558 thousand of inventory charges discussed in Note 2 of the consolidated financial statements.

(S) Includes $445 thousand acquired in connection with the acquisition of Mallard.

{6) Uncollectible accounts written off, net of recoveries and inventory write off charges.

(7) Includes $(296) thousand z'u:quircd i connection with the acquisition of Mallaid in 2004,

a b
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l International, Inc.
1

' Burlington, MA 01803

(781) 270-1200

i
I,
i March 28, 2007

25 Corporate Drive, Suite 130 {
1
|
|
!
l

Dear Stockholder:

You are|cordially mv1te(| to attend the Annual Meeting (the “Annual Meeting™) ot{CIRCOR International,
Inc., a Delaware corporauon (the *“Company™), to be held on Wednesday, May 2, 2007, at 1:00 p.m. Pacific
Daylight Savmgs Time (4 00 p.m., Eastern Daylight Savings Time), at the offices of the Company’s subsidiary,
Circle Seal Controls Inc., 2301 Wardlow Circle, Corona, California. i

i '

The Annual Meeting th been called for the purpose of (i) electing two Class I Dlrectors for a term of three
years each, (ii) soliciting ratification of the selection by the Audit Committee of lhe Company’s Board of
Directors of Grant Thornton LLP as the Company’s independent auditors for the fiscal year ending December 31,
2007 and (m) considering a:nd voting upon such other business as may properly come before the Annual Meeting
or any adjour|nments or postponements thereof.  , }

The Boa'rd of Directorsl has ﬁxed the close of business on March 14, 2007 as the recérd date for determining
stockholders 'entitled to notice of, and to vote at, the Annual Meeting and any adjournments or postponements
thereof. i
| .

The Board of Directors of the Company recommends that you vote “FOR” the e]ecnon of the nominees of
the Board of‘ Directors as Dlrectors of the Company and that you vote “FOR” rauﬁcaltlon of the selection of
Grant Thornton LLP as the Company s independent auditors for the fiscal year ending December 31, 2007.

IT IS IMPORTANT THAT YOUR SHARES BE REPRESENTED AT THE 'ANNUAL MEETING.
WHETHER OR NOT YOU PLAN TO ATTEND THE ANNUAL MEETING, YOU ARE REQUESTED TO
COMPLETE DATE, SIGN AND RETURN THE ENCLOSED PROXY CARD IN THE ENCLOSED
ENVELOPE WHICH REQUIRES NO POSTAGE IF MAILED IN THE UNITED STATES. YOUR PROXY
IS RE VOCABLE UP TO THE TIME IT IS VOTED, AND, IF YOU ATTEND THE!ANNUAL MEETING,
YOU MAY VOTE IN PER"ON EVEN IF YOU HAVE PREVIOUSLY RETURNED YOUR PROXY CARD.

Sincerely,

.
B U Y

David A. Bloss, Sr. l
Chairman and Chief Executive Officer
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Internaticnal, Inc.

25 Cerporate Drive, Suite 130
Burlington, MA 01803
(781) 270-1200

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

‘To Be Held on Wednesday, May 2, 2007

OTICE IS HEREBY GIVEN that the Annual Meeting (the: “Annual Meeting”) of Stockholders of
CIRCOR Intematlonal Inc. (the “Company”) will be held on Wednesday, May 2, 2()107 at 1:00 p.m. Pacific
Daylight Savmgs Time (4: 0() p.m., Eastern Daylight Savings Time), at the offices of tho Company’s subsidiary,
Circle Seal Controls Inc., 230[ Wardlow Circle, Corona, California. The Annual Meeting is being called for the
purpose of conmdenng and voting upon:

1. The election of two Class I Directors for a term of three years each;

2 Ratlﬁcatlon of ttlne selection by the Audit Committee of the Company’s Board of Directors of Grant
Thomton LLP as the Company s independent audnors for the fiscal year endmg December 31, 2007;
and .

3. Such other business as ‘may properly come before the Annual Meeting and any adjournments or

postponements thereof. -

The Board of Directors has fixed the close of business on March 14,.2007|as the record date for
determination of stockho]ders entitled to notice of, and to vote at, the Annual Meeting and any adjournments or
postponements thereof. Only holders of record of the Company’s common stock, par value $.01 per share, at the
close of bu‘smess on that date w1ll be entitled to notice of, and to vote at, the Annual Meeting and any
ad_]oumments or postponenllents théreof.

In the event there are [not sufﬁc1ent shares to be voted in favor of any of the foregoing proposals at the time
of the Annual Meeting, the Annual Meeting may be adjourned in order to permit further solicitation of proxies.

Directions to the offices of Circle Seal Controls, Inc. are included on the outside back cover of this Proxy
Statement. _

WHETHER OR NOT YOU PLAN TO ATTEND THE ANNUAL MEETING IN PERSON, YOU ARE
REQUESTED To COMPLETE DATE, SIGN AND RETURN THE ENCLOSED PROX Y CARD IN THE
ENCLOSED ENVELOPE WHICH REQUIRES NO POSTAGE IF MAILED IN THE UNITED STATES.
YOUR PROXY IS REVOCABLE UP TO THE TIME IT IS VOTED, AND, IF YOU ATTEND THE ANNUAL
MEETING‘ YOU MAY VOTE IN PERSON EVEN IF YOU HAVE PREVIOUSLY RETURNED YOUR

PROXY CARD.

; By Order of the Board of Directors

/yjﬁz: '
Alan J. Glass

Secretary

Burlington, Massachusetts ‘
March 28, 2007 o ‘ ‘ .
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ANNUAL MEETING OF ST(iCKiIOLDEfzS' IR B
To Be Held on Wednesday, May2 2007 L S S

i e T e e
This Proxy Statement i is furnished in connection’ wuh the sohc1tatlon of prox1es byléhe Board: of Directors.of
CIRCOR Internanonal Inc (the “Company”) for use at the Annual Meenng ‘of Stockho]ders 'of-thé Company to
be held on Wednesday, May 2, 2007, at 1:00 p.m. Pacific Daylight Savings Time (4: 00 p.m., Eastern Daylight
Savings Tunle) and any adjoumments or postponements thereof (the “Annual Meeung”) The “Annial Meeting
will be held at the offices of the Company s subs1d1ary Clrcle Seal Controls Inc., 2301 Wardlow CerlC Corona
Cahfomla ' S ! : , .";lr{' P i

. o St S R R

- At the !Annual Meeting, the stockho]ders of the Company will' be- asked to- con!slder and vote upon the

following matters: ' R R T

1. The election of two Class II Directors for a three-year term each, such term to coniinue nntil' Lhe
Annual Meeting lof Stockholders in 2010 and until each such Dircctor’s, successor is duly, elected and
qualified; o L e : '

1 H . R T 1 tLE iy H P '.-l v 3 RELE IR

2

'Raltification of the selection by the Audit Committee of the Company s Board of Directors of Grant
Thornton LLP as the Company’s independent auditors for the ﬁsca] year endlng December 31, 2007;
and [N ' L orat bary [

3. Such other business as may properly come before the meeting and any adjournments or posiponements
thereof. o . e

L

The Notlce of Annual Meeting, Proxy Statement and Proxy Card are first being r]nalled to stockholders of
the Company on or about ll\darch 28, 2007 in connection with the solicitation of proxies| for the Annual Meetmg
The Board of Directors has fixed the close of business on March 14, 2007 as the record date for the determination
of stockholdlers entitled to' notice of, and to vote at, the Annual Meeting (the “Record{ Date’). Only holders of
record of the Company’s cornmon stock, par value $.01-per share (the “Common Stock”) rat the close of business
on the Record Date wilt be entitled to notice of; and to'vote at, the Annual Meeting: As of the Record Date, there
were 16, 235 643 shares of -Common Stock outstanding and- entitled. -to: vote -at the -Annual. Meeting . and
approx1maleiy 105 stockhoklers of record. Each holder of a share of.Common Stock outstandmg as of the close
of business :on the RecordI Date Wllll be entitled to one vote for each share held of record w1th respect to each
matter submltted at the Annual Meetmg o P

Fhe presence, in person or by proxy, of holders of at least a majority of - the total number of outstanding
shares of Colmmon Stock entitled to vote is necessary to constitute a quorum for the tran‘sactlon of busmess at the
Annual Meetmg A quorurln being present the afﬁrmatlve vote of a plurahty of the votes casl 1s necessary to elect
each nomlnfl:e as a Class II Director of the Company and a majority of the votes cast 1s necessary to ratify the
selection of Grant Thornton LLP as the Company’s independent auditors. for the fiscal year ending December 31,
2007. TENT




Shares that reflect abstentions or “broker non-votes” (i.e., shares represented at the meeting held by brokers
or nominees as to which instructions have not been received from the beneficial owners or persons entitled to
vote such shares and with respect to which the broker or nominee does not have discretionary voting power to
vote such shares) will be counted for purposes of determining whether a quorum is present for the transaction of
business at the Annual Meeting. With respect 1o the election of the Directors, votes may be cast for or withheld
from the nominge, Votes cast for the nominge will count as “yes” voles; votes that are withheld from the nominee
will not be voted with respect to the election of the nominee although they will be counted when determining
whether there is a quorum. Broker non-votes will have no effect on the outcome of the election of Directors.

Stockholders of the Company are requested to complete, date, sign and return the accompanying
Proxy Card in the enclosed envelope. Common Stock represented by properly executed proxies received
by the Company and not revoked will be voted at the Annual Meeting in accordance with the instructions
contained therein. If instructions are not given therein, properly executed proxies will be voted “FOR” the
election of the nominees for Director listed in this Proxy Statement and “FOR?” ratification of the selection
of Grant Thornton LLP as the Company’s independent auditors for the 2007 fiscal year. It is not
anticipated that any matters other than the election of two Class II Directors and ratification of the
selection of Grant Thornton LLP as the Company’s independent auditors for the 2007 fiscal year will be
presented at the Annual Meeting. If other matters are presented, proxies will be voted in accordance with
the discretion of the proxy holders.

Any properly completed proxy may be revoked at any time before it is voted on any matter (without,
however, affecting any vote taken prior to such revocation) by giving written notice of such revocation to the
Secretary or Assistant Secretary of the Company, or by signing and duly delivering a proxy bearing a later date,
or by attending the Annual Meeting and voting in person. Attendance at the Annual Meeting will not, by itself,
revoke a proxy.

The Annual Report to stockholders of the Company, which consists of a letter to stockholders from our
Chief Executive, Chief Operating and Chief Financial Officers together with the Company’s Annual Report on
Form 10-K for the fiscal year ended December 31, 2006 (“Fiscal 2006™), is being mailed to stockholders of the
Company concurrently with this Proxy Statement. Except where otherwise incorporated by reference, the Annual
Report is not a part of the proxy solicitation material,

CORPORATE GOVERNANCE

Independence of Directors

The Company’s Board of Directors has affirmatively determined that each Director, other than-David A.
Bloss, Sr., our Chief Executive Officer, is independent of the Company. In evaluating the independence of each
Director, the Board applied the standards and guidelines set forth in the applicable New York Stock Exchange
(“NYSE") regulations in determining that each non-management Director has no material relationship with the
Company, either directly or as a partner,. shareholder or affiliate of an organization that has a relationship with
the Company. The bases for the Board’s determination include, but are not limited to, the following:

¢ Other than Mr. Bloss, no Director is an employee of the Company or its subsidiaries or afﬁliates.

*  No Director has an immediate family member who is an officer of the Company or its subsidiaries or
has any other current or past material relationship with the Company.

*  Other than Mr. Bloss, no Director receives, or in the past three years, has received any compensation
from the Company other than compensation for services as a Director. '

*  No Director has a family member who has received any compensation during the past three years from
the Company.




|
l
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|
. No Director, during the past three years, has been affiliated with, or had an immediate family member
who has been afﬁhated with a present or former internal or external auditor of the Company.

*+  No executive oft'}cr:r of the Company serves on the compensation committee or the board of directors
of any corporation that employs a Director or a member of any Director’s immediate family.

' l
. No Dtrector is an officer or employee (or has an immediate famtly member who is an officer or
employee) of an organization that sells products and services to, or receives products and services from
the Company in excess of the greater of $1 million or 2% of such orgamzatlron s consolidated gross

|
revenues in any fiscal year,

| ‘t
In makmg its determination, the Board also considered the fact that one of our Dtrectors David F. Dietz, is a
partner in Goodwin Procte:r LLLP (“Goodwin Procter™), a law firm that provides legal qcrvrces to the Company.
After consrdlenng the insignificant fees paid by the Company to Goodwin Procter in ,proportion to Goodwin
Procter’s overall revenues|[(less than one percent), as well as considering both the 1ndependent judgment that
Mr. Dietz has exhibited during his seven and one-half year tenure as a Dtrector and his; ability to maintain such
independent |_|udgment thelBoard determined that the relationship between 'Goodwin Procter and the Company
does not result in Mr. Dietz having a material relationship with the Company and does not compromise his
indepel ndence _ ;
l | , ‘ o
Principles of Corporate Governance

The Board’ ) and the full Board of
Directors has adopted, a set of Principles of Corporate Governance. The Principles of Corporate Governance are
available on the Company’ s website at www.circor.com under the Investors/Corporate Governance sub link, and
a hardcopy W|ll be provrded by the Company free of charge to any shareholder who requests it by writing to the
Company’s Slecretary at the Company’s corporate headquarters.

Code of Contduct and Business Ethics/Compliance Training/Reporting of Concerns I

The Company has implemented and regularly monitors complianee with a comprehensive Code of Conduct .

and Busmesls Ethics whtch applies uniformly to all directors, executive officers and elmployees Among other
things, the Code of Condu(t and Business Ethics addresses such issues as conﬂlcts of interest, corporate
opportunities, conﬁdentlaltty, fair, dealing, protection and proper use of company assets, compliance with
applicable laiw (including insider trading laws), and reporting of illegal or unethical \behavior. The Code of
Conduct and Business Ethtc, is available on the Company's website at www.circor.com under the Investors/
Corporate Glovernance sub tink, and a hardcopy will be provided by the Company free of charge to any
shareholder who requests it by wntmg to the Company’s Secretary at the Company’s corporate headquartem
' I

In order to enhance understandmg of and compliance with the Code of Conduct and Business Ethics, the
Company (through a third- -party provider) also maintains an on-line training program pursuant to which all
directors and officers, and most managerial level employees, must take a series of courses designed to
demonstrate the ways in ‘which certain activities might run afoul of the Code of Conduct and Business Ethics. In
addition, although all employees are encouraged 1o personally report any ethical concems without fear of
retribution, the Company, through a third-party provider, maintains the CIRCOR International Help Line, a toll-
free “hotltne“ through which employees may report concerns confidentially and anonymously. In addition to
‘facilitating ¢ommunication| of ethical concerns, the Help Line serves as the vehicle through which employees
may' Lommumcate with the Audit Commitiee of the Board of Directors conﬁdenttally and anonymously
regardmg any accounting or auditing concerns. Finally, employees also have the optlon of communicating any
‘concerns vial email to a designated email address that is regularly checked by the Company s chief legal and

compliance OlfflCCl'




Meetings of and Communications with the Non-Management Directors

The Board has determinéd that its non-management members will meet a minimum of two times per year to
discuss any issues that might more properly be raised outside of the presence of management and has appointed
David F. Dietz as Lead Director to facilitate these meetings. The Board also has established a process through
which interested parties, including stockholders, may communicate directly with Mr. Dietz. In _particular,
confidential communications may be sent dxrectly to Mr. Dletz at the followmg address: PO Box 146699,
Boston, Massachusetts 021 14 '

[ 4 r -

Nomination of Directors/Director Presence at Annual Meetings
General Criteria : : R . : : . '

The Nominating and Corporate Governance Committee recogmzes that the ‘challenges and needs of the
Company will vary over lime and, accordmgly, believes that the selection of director nominees should be based
on skill sets most pertlnent fo the issues facing or likely to face the Company at the timé of nommauon
Accordmgly, the Nominating and Corporate Governance Commitiee does not believe it is in the best interests of
the Company to establish rigid criteria for the selection of nominees to the Board. Generally speaking, however
the Nominating and Corporate Governarice Committee believes that the Company will benefit from a leCl‘Slty "of
background and experience on the Board and, therefore, will consider and seek nominees who, in addition to
general management experience and business knowledge, possess, among other attributes, an expertise in one or
more of the following areas: finance, manufacturing technology, international. business, investment banking,
business law, corporate governance, risk assessment, and investor relations. In addition, there are certain general
attributes that the Nominating and’ Corporate Governance Committee believes all director candldates inust
possess including:

* A commitment to eth1cs and mtegrlty, L e . . e

. . . -

* A commitment to personal and organizational accountability;

* A history of achlevement that reﬂects superior standards for themselves and others; and

G
* A willingness to express altemate pomts of view whlie at the same time, bemg respectful of the
optmons of othcrs and workmg colIaboratlvely with colleagues.
As noted in the Prmmples-of Corporate Governance, a- majority of directors must be independent. The
Nominating and Corporate Governance Committee, however, also believes that, absent special circumstances, all

directors other than the Chief Executive Officer should be mdependem

Shareholder Nommatmns

The Nommatmg and Corporate Governance Commlttee will con51der nommauons submitted by
shareholders, provided that such nominations are submitted to the Company not less than 120 calendar days prior
to the first anniversary date on which the Company’s proxy statement was released to shareholders in connection
with the previous year's annual meeting. To submit any such nomination, a sharcholder must deliver notice. of
such. nomination to the Secretary of the Company at the Company’s principal executive offices. Therefore,-in
order to be considered by the Nominating and Corporate Governance Committee for nomination and inclusion in
the Company’s proxy statement for its Annual Meeting to be held in 2008, shareholder recommendations for
director must be received by CIRCOR’s Secretary prior to November 29, 2007. Any such notice also must
include (i) the name and address of record.of the shareholder; (ii) a representation that the shareholder is a record
holder of the Company’s Common Stock, or if the shareholder is not a record holder, evidence of ownership in
accordance with Rule 142-8(b)(2) of the Securities and Exchange Act of 1934; (iii) the name, age, business and
residential address, educational background, current principal occupation or employment, and principal
occupation or employment for the preceding five full fiscal years of the proposed director candidate; (iv) a
description of the qualifications of the proposed director candidate which address the general criteria for directors
as expressed in the Company’s most recent proxy statement; (v) a description of all arrangements or
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underslandmgs between the shareholder and the proposed director candidate; and (vi) the consent of the proposed
director candidate to be named in the proxy statement and to ‘serve as a director if elected at such meeting.
Shareholders must also submit any other information regarding the proposed candidate that is required to be
included in a proxy statement filed pursuant to the rules of the SEC. Nominations that meet the criteria described
above will be forwarded to the Chairman of the Nominating and Corporate Govemanc‘:e Committee for further

i
review and <|:0n51derauon by such Committee. f

: |
Evaluation Lf Candidates )

In evaluatmg candidates for- director, the Nominating and Corporate Governance Committee applies the
skills, expenence quallﬁc::atlons and demeanor of the individual against the generaﬂcntena set forth above,
including the particular needs of and issues facing the Company at the time. In addition, with regard to current
Directors, the Nommatmé and Corporate Governance Committee takes into consndnlaranon such individuals’
performancé as a Dlrector The Nominating and Corporate Governance Committee'mtends to evaluate any
shareholderfcandldates in the same manner as candldates from all other sources.

|
D:re( tor Attendance at Annual Meetings

To date ‘our Board has not adopted a formal policy regarding director attendance at Annual Meetings.
However, the Board typuI:aIly schedules a Board meeting either on or the day beforé the date of the Annual
Meeting, and our Directors, therefore, are encouraged to and typically do attend the Annual Meeting. “At our last
Annual Meelmg which wias held on May 2, 2006, all of our Directors Wwere in attendance We anticipate that all
of our Dlrectors will be in|attendance at the May 2, 2007 Annual Meetmg 1

J
Our BoardI and Committee Structure

The Board | !
1

Our Bpard of Directors, currently consists of six members who are divided into three classes, with three
Directors in Class I, two ]Plrectors in Class II and cne Director in Class 1!, Directors serve for staggered three-
year terms ?Arlth one class of Directors being elected by the Company’s stockholders at Ieach annual meeting. Our
Board maintains three committees: an Audit Committee, a Compensation Committee, and a Nominating and
Corporate Governance Committee. PR ! .

The taple below sets forth the name, age, director class and committee membership for each of our directors
as of March §2, 2007 . [

" | Nem/Corporate’

| ' Director Audit Compensation } Governance Non-Mgmt
i Director Age Class Committee .  Committee Committee Directors
David A. Bloss, Sr. ............... ... 56 11 Ii
Jerome D.Brady ......0........... ... 63 Il + 0 0
Dewain K. rCross ...... L 69 i + ; 0 0
David F. Dletz ........ L. S 87 1 ' ) i 0 +
Douglas M. Hayes ..... L 63 I 0 0 + 0
Thomas E. JNaugle ..... U I 68 I 0 0 } 0 0
+ Chalrmalll of Commmee ’ Director Class Term Explres at an!nual meeting:  1=2009
O Committee Member : , 11 = 2007
l cot Iil = 2008

V' Prior to January 3, 2007 our Board of Directors consisted of seven members. However effective January 3,

' 2007.|Th0mds E. Cz{tllahan resigned from our Board. Mr. Callahan, a Class 111 dlrector had also served on

our Aludn Commlttee and Compensation Committee. As a result of Mr Callahah's reSIgnatnon the Board
subsequently voted to reduce the number of directors 10 six. :

|
| .S
F
|




David A. Bloss, Sr. Mr. Bloss has been employed as our Chairman and-Chief Executive Officer.since our
inception.in July 1999 and aiso served as our President until November 2006. In addition, from June 1993 until’
our October 1999 spin-off from Watts Water Technologies, Inc. (“Waltts”), Mr. Bloss was employed by Watts,
first as Executive Vice President and then as President and Chief Operating Officer. Prior to.joining Waits,
Mr. Bloss was associated for five years, with the Norton Company, a manufacturer of abrasives and cuttmg tools,
serving as President of the Superabras1ves Diviston. ‘ P . v

Jerome D. Brady. Mr. Brady has served as a member of the Company’s Board of Directors since April
2003. Prior to retiring in 2000, Mr. Brady served as the President and Chief Executive Officer of- C&K
Components, Inc., a manufacturer of. electronic. components-located in Watertown, Massachusetts. He also
previously served' as Chairman, President and Chief Executive Officer- of AM International, Inc., a global
manufacturer of printing equipment, headquartered in Rosemont, lllinois. Mr. Brady is also a director of Franklin
Electric Company, Inc. . e o, ¥ L . Coa ’

[

Dewain K. Cross Mr Cross has served as a member of the Company s Board of Directors since its
inception in July 1999. Mr. Cross retired from Cooper Industries, Inc. in 1995 after serving fifteen years as
Cooper Industries” Senior Vice President, Finance and eight years prior to that as Vice President, Finance.’
Mr. Cross began his career with Cooper Industries in 1966 and héld various acéounting, taxation and treasury

positions until he was named Vice President Finance in 1972. Mr. Cross is also a director of Magnetek, Inc.

]

David F. D:Ierz Mr Dretz has served as a member of the Company $ Board of D1rectors since 1ts inception
in July 1999. Mr. Dietz or h1s professronal corporation has been a partner of the law firm of Goodwm Procter
since 1984. Mr. Dietz is also a director of the Andover Compames .a property and casualty msurance company,
and High Liner Foods (USA), Inc., a frozen food company.

Douglas M. Hayes. Mr. Hayes has served as a member of the Company’s Board of Director$ since
October 2002. Since 1997, Mr. Hayes has been the President of Hayes Capital Corporation, a private investment
firm, and from 1997 through 2001, he also served as Chairman of Compass Aerospace Corporation, an acrospace
parts manufacturer. From 1986 through 1997, Mr. Hayes was a Managing Director of the investment firm
Donaldson, Lufkin & Jenrette, Mr. Hayes currently is a member of the board of: dlrectors of Reliance Steel and
Alurmnum Co. and also isa fonner director of Sands Regency, Inc.

Thomas E. Naugle. Mr. Naugle has served as a member of the Company s -Board of Dlrectors since
October 2002. Mr. Naugle has been the President of Naugle & Company, a private investment and management
firm, since August 1982, From 1984 until 1999, Mr. Naugle also served as the Chairman and Chief Executive
Officer of Barrett Trailers, Inc., a manufacturer of semi-trailers, and from 1986 through 1996, ‘he was ‘the
Chairman and Chief Executive Officer of Tulsa Winch, Inc. From 1967 through 1980, Mr. Naugle held a series
of senior management pesitions at Cooper Industries, Inc. Mr. Naugle currently serves as a director of AAON
Inc. and as a director of the Tulsa Boys’ Home. » - -

Commiitees = - S ' : T

Audit Committee. The Audit Committee, which consists of Messrs. Cross, Hayes and Naugle, is directly
responsible for overseeing the integrity of the Company’s financial statements and for the appointment,
compensation, retention and oversight of the work of the firm of independent auditors that audi_ts_ the Company’s
financial statements and performs services related to the audit. Among other responsibilities, the Audit
Committee also reviews the scope -and results of the audit with the independent auditors, reviews with
management and the independen auditors the Company’s ‘annual and quarterly operating results, considers the
adequacy of the Company’s internal accounting procedures and controls, and considers the effect of such
procedures on the auditors’ independence. The  Audit, Committee also. is responsible for overseeing the
Company’s internal audit function and for overseeing the Company’s compliance with legal and regulatory
requirements. In accordance with the requirements of the NYSE, the Board of Directors, during the year ended
December 31, 2000, adopted an Audit Committee Charter. During the,Company’s 2003 fiscal year and again
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during the 2004? fiscal year, n‘linor revisions were made to the” Audit Committee Charter to ensure compliance
with revised NYSE and SEC requirements dnd to'more clearly delineate the delégation of certain board functions

as between the Audit Committ}ee and the Nominating and Corporate Governance Committee. A copy of the Audit

Comnittee Chartef is available on’the Company'’s website'at'www.circor.com undér the Investors/Corporate
Gi:)\.'ernz'mc'e:“-s_ubI link; the Comlpany also will provide a hardcopy of the Audit Committee Charter to shareholders
free of chargé upon Writtén request to the:Company’s Secretary at the Company’s corporate headquarters. Each
member of the' Audit Comi'nitl:cc is “independent” as that'term is defined in both the ‘applicable-listing standards
of the NYSE a’rl:fd ‘the Tulés of thé'SEC. Each'mémber also meets'the financial literacy requilj'eme'ms of the NYSE,
and, in' addition} the Boiird Has detéfminéd that at‘léast one of the Committee’s' members, Mr. Cross, is an-“audit
committee financial éxpért” dinder the disclosuré standards adoptéd by the SEC.  "+¢ : ' Co
T A [ R (T L S R T .o
-t Compenisation -Commniittee’: "The Compensation Committee, which’ consists of Messrs. Brady, Hayes and
Naugle (all of whom have been affirmatively determined by the full Board to be independent directors), reviews
and recommends the compen'sation arrangements for the Company’s Chief Executive Officer and for all other
officers and senior level employees, reviews general compensation levels for othercemployees .as _a -group,
determines the awards to be granted to eligible persons under the Company’s Amended and Restated 1999 Stock
Option and Incéntive Plah aid takes’ such-othér action’as'may- be fequiréd in connection with thie Company’s
compensation and incentive plans. The Compensation Committee operates in acéordance with a Charter which is
available on the Company’s website at www circor.com under the Investors/Corporate Governance sub link; the
Coinpany alsc will provide al hardcopy of ‘the Compensation’ Committee Charter to shareholders free of charge
h LoD ; A IS 7 L A A, v . -
upon written request to the Company’s ‘Secretary at the Company’s corporate headquarters.’ o

O g Lo

Nominating and Corporate Governance. Committee. The Nominating and Corporate Governance
Committee, which consists iof Messrs. l-[ayes,' Brady: ‘Cross, Dietz and Naugle (all of whom have been
affirmatively determined by the full Board to be independent directors), is responsible for establishing criteria for
selection of new directors, identifying individuals qualified to become directors, and recommending candidates
to the Board for nomination as directors:. In addition, the. Nominating and Corporate Governance Committee is
responsible for recommendinrg to the Board a set of corporate governance principles applicable to the Company,
overseeing the evaluation of the Board and management, recommending to the Boardf appropriate levels of
director compensation and (together with the Audit Committee) 'monitoring compliance with the Company’s
Code of Conduct and BUSil:]ESS Ethics. The Nominating and Corporate :Governance Committee ‘Operates in
accordance with a Charter which is available on the Company’s website at www.circor.com under:the Investors/
Corporate Governance sub link; the Company “also will providé a hardcopy of the Nominating and Corporate
Governance Charter to shareholders 'free  of 'charge' upon! written request 'to the Company’s Secretary at'the

Company’s corporate headquarters. «.«t "he D e : : : .
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Board and Committee Meetings .. - , . i
- AR . ‘." L '.,’,' . Ot Ol-. s T .

The following table séts forth the niimber’ of meetings held during Fiscal 2006 by the Board and by each
committee. Each of the Directors‘attended at least 75% of the total number of meetings of the Board and of the

committees oﬁ which he was/a member during the time each such individual was a membet of the Board. . ... = ~
IRTREARE RS § PR P Thegt e e s ) Y] P TN I ' .iNumberorMeﬂinESHﬂd
Board of Directors .. ..t ' e e e i e e e 5
Audit Committee . .00, =0 b L b e e S e o U SR
Compensation Committee - k.4 /% 24 ot T a0 AR D F S 5.0
Nominating and Corporate’Governance Committee ... .. 0. 0. a2l sl REHA -2 o
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I - PROPOSAL 1 _ .
ELECTION OF DIRECTORS . Cy
LU [ o
. At the Annual Mecting, two Class 11 Directors will be elecled to serve until the Annual Meetlng of
Stockholders in 2010 and until each such Director’s successor is duly elected and qualified. The Nominating and
Corporate Governance Committee of the Board of Directors has recommended, and the full Board of Directors
has nominated Jerome D, Brady and Dewain K. Cross, the current Class II Directors, for re-election. Unless
otherwise specified in the proxy, it is the intention of the persons named in the proxy to vote the shares
represented by each properly executed proxy for the election of Jerome D. Brady and Dewain K. Cross as
Directors. Messrs. Brady and Cross have each agreed to stand for re-election and to serve, if re-elected, as
Directors. However, if any of the persons nominated by the Board of Directors fails to stand for election or is
unable to accept election, the proxies will be voted for the election of such other person as the Board of Directors
may recommend. . o

4
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Vote Required For Approval e ' e o oot o
A quorum being present, the affirmative vote of a plurahty of the voles casl is necessary to elect each
nominee as a Director of the Company. .

. THE BOARD OF D[RECTORS OF THE COMPANY RECOMMENDS A VOTE F FOR THE ELECTION
OF THE NOMINEES OF THE BOARD OF DIRECTORS AS DIRECT ORS OF THE COMPANY.

-t

'MANAGEMENT '

B . . »

' . )

Executlve Officers and Key Employees ‘

#et 1 [

Qur executive officers and key employees and their respectwe ages and positions as of March 12, 2007, are
as follows: - . CT ‘

[

David A. Bloss, Sr.  ......... 56 - Chairman and Chief Executive Officer . I

A. William Higgins . ......... 48, President and Chief Operating Officer ‘
Kenneth W. Smith . :......... 56  Senior Vice President, Chief Financial Officer and Treasurer
Richard A. Broughton. . ... ... 40 . Vice President, Chief Information Officer

JohnF. Kober, III ........... 37  Vice President, Corporate Controller and Assistant Secretary
AlanJ. Glass ............... 43 Vice President, General Counsel and Secretary

Susan M. McCuaig .......... 49  Vice President, Human Resources

Christopher R. Celtruda ...... 38  Group Vice President, Circor Aerospace Products |

John W.Cope . «........ ... 51 Group Vice President, Thermal Fluid Controls '
Paul M. Coppinger .......... 45+ Group Vice President, Circor Energy Products

Wayne F.Robbins .. ... .. “... 55 Group Vice President, Circor Instrumentation Technologles

David A. Bloss, Sr.  Mr. Bloss has been employed as our Chairman and Chief Executive Officer since our
inception in July 1999 and also served as our President until November 2006. In addition, from June 1993 until
our October 1999 spin-off from Watts, Mr. Bloss was employed by Watts, first as Executive Vice President and
then as President and Chief Operating Officer. Prior to joining Watts, Mr. Bloss was associated for five years
with the Norton Company, a manufacturer of abrasives and cutting tools, . serving as President of the
Superabrasives Division. '

A. William Higgins. Mr, Higgins joined us as Executive Vice President and Chiéf Operating Officer in
January 2005 and was elevated to the position of President and Chief Operating Officer in November 2006. Prior
to joining us, Mr. Higgins spent thirteen years in a variety of senior management positions with Honeywell
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International and AllwdSngnal most recently serving as Vice President and General Manager Americas for the
Honeywell Building’ Soluttons Business, and prior to that, as Vice President and General Manager of the
AlliedSignal - G'nmes Aerospace Business, General Manager of the AlliedSignal Aerospace Services Anniston
Repair and Overhaul Businiess, and Director of East Asia Business Development forithe Electronic Materials

Business unit. : - .
i

Kenneth W. Smith. " Mr. Smith has served as our Senior Vice President, Chief® Financial Officer and
Treasurer since February 2005 and as Vice President, Chief Financial Officer and ‘Treasurer from April 2000
until February 2005. Mr. Smlth served as the Vice President of Finance at North Safety Products a division of
Invensys plc, from January 199'1T to April 2000. From 1986 through December 1996, he Served in a variety of
senior financial positions forI Digital Equipment Corporation. Prior to 1986, Mr. Srmth was a certified- pubhe
accountant for Emst & Young. . v

Richard A. Broughton!} Mr. Broughton joined us in December 2006 as VtcetPre51dent and Chief
Information Ofﬁcer From June 2004 to December 2006, Mr. Broughton served as the Dtrector, IT Strategy and
Vice President, Information Technology for Dunkin’ Brands, Inc. nand from January 1997 until June 2004, he
served as Chlef Information Ofﬁcer at Computerworld, Inc. " - .

John F. Kober, HI. Mr. Kober has served as our Vice President, Corporate Controller and Assistant
Secretary since February 2006 as Vice President and Corporate Controller from September 2005 until February
2006, and as Assistant Corporate Controller since joining the Company in. April, 2004 until September 2005.
From November 2002 until ?\pnl 2004, Mr. Kober was Director of Corporate Accounting at Manufacturers’
Services Limited, a global electronics manufacturer, where he had responsibility for the company’s internal and
external accounting functions. Prior to joining Manufacturers’ Services Limited he worked as a Manager for the
public accountmg firm of PrlcewaterhOuseCoopers where he focused on managmg accountlng due diligence
engagements for various publ|1c and private company clients: L : . B

“ Alan J. Glass. Mr. Glass has served as Vice President, General Counsel and Secrelary since February
2006, as General Counsg) and‘ Alsistant Secretary from February 2003 until February 2006, and a$ Corporate
Counsel and Assistant Secretary from February 2000 until February 2003. Mr. Glass served ‘as Corporate
Counsel and Assistant Secretary of Wyman-Gordon Company, an aerospace manufaeturer from June' 1996 to
February 2000 Prior to that time, he spent seven years in private practice as a general corporate altomey

Susan M. McCuaig. Ms. McCuaig has served as our Vice President, Human Resources since jommg the
Company in May 2005. Previous to that, from December 2003 until May 2005, Ms. McCualg served as Assistant
Vice Pte51dent Human Resources for State Street Corporation where she supported . State Street’'s Wealth
Managers Services and’ Securities Finance divisions. From February 2003 through December 2003, she was a
human' resources advisor to| Radius Capital Partners, LLC, a buyout firm engaged in strategic mergers and
acquisitions in the telecommumcattons technology and financial services industries. From November 2001
through February 2003, she ‘served as Vice President of Human Resources for Color KJHCIICS Incorporated, a full
spectrum dlgnal ‘lighting company From February 2001 through ‘November 2001, she was a partner in
Website000 LLC a business specializing in strategic and organizational development of |start-up ind emerging
-growth compames ‘and, prtot£ to that, served as Vice President of Human Resources ‘and' Inveelor Relations for

+ H . '

Send com. ’ l i . : : . - )

Chrtstopher R. Celrruda “Mr. Celtruda, who joined us in June 2006 as Group Vice President—Aerospace
Products, has over seventeen years of experience in the aerospace and fiuid power industries including eleven
years with Honeywell and Allled Signal. From QOctober 2004 until June 2006, he served as Group Vice President
and Director of the $600 mllllon Integratéd Supply Chain for Honeywell Aerospace Mechamcal Components.
Prior to that, from October 20{)1 until October 2004, he served as General Manager of Operanom for a $250
million Engine Systems and ‘Accessories business unit of Honeywell. Mr. Celiruda began his cdreer with General

Dynamics and'is a Six SlgmaI Black Belt.
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John W. Cope. .Mr. Cope has served as our Group Vice President—Thermal Fluid.Controls since, joining
the Company .in August 2005. Prior to joining us, Mr. Cope spent five years with Honeywell as.Vice President of
Integrated Supply Chain where he was responsible for a $300 million business.unit with, six manufacturing
facilities. Previous to that, Mr. Cope spent fourteen years with .Honda of - America; serving in posmons of
increasing managerial responsibility in the areas of purchasing and operations. -

. Paul M. Coppinger:: Mr. Coppinger joined us in. July. 2001 as, Group. Vice Presidem-~Circor Energy
Products (f/k/a Petrochemical Products). From October 1999 until July:2001, Mr. Coppinger was an owner and
President of Copprex, Inc., a manufacturer of-commercial appliances. Prior to.that; he spent thirteen years with
Baker Hughes, most recently serving asVice. President, Sales & Marketing of EIMCO, its $200-million process
equipment division. While at Baker Hughes, Mr. Coppinger had significant-international experience, spending
five years in Singapore and Indonesia in support of the Pacific Rim activities of the:Baker Tools division. -,

" Wayne .F.- Robbins. Mr. Robbins, who joined us»as-Group Vice President——Circor Instrumentation
Technologies’in. March 2006, has over 28 years of .experience in the fluid!controls industry.- From March 2002
through June 2005, ‘Mr. Robbins .was employed by Precision i€Castparts Corp. .(“PCC”) where ‘he served 'as
President of PCC’s $350-million Flow Technologies Division until PCC sold the various companies comprising
this division in 2005. From March 1994 until September 2001, he worked for DeZurik, Inc., a $180-miilion
manufacturer of industrial valves, actuators and instruments, .serving first as-Vice President Marketing/
Research' & Development and then -as. President. Prior -to!DeZurik, Mr. ‘Robbins. spent fifteen years, .in
progressively - more senior management. posmons with. Fisher -Controls; including six .years . in .overseas

assignments. : e coanhE e s b B T T S
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Certain Relationships and Related Person Transactions e N TR
. ' . T . . 2 " PR ' N '
Review and Approval of Related Person Transactions - = "+» «  holie o o e

: ,,.The Company’s Code of Conduct and Business Ethlchmcludes our written policy that any transacnon with
our drreetors (or thelr 1mmed1ate famlly members) be approved by our Nommatlng and Corporate Govemance
Commmee and then by the remaining dlsmterested members of our Board of Dlrectors and be on terrns no, ]ess
favorable to us than we could obtain from non- afﬂhated parties. Cate . e e s

]

I A . S A R PUTITEEL R TY ST E T T

N - Tt b o ' oo N T

) As noted above under “Comorate Govemance—lndependence of Drrecrors,",Davrd F.Dietzis a D1rec}or of
the Company and is also a partner in Goodwin Procter, a law firm that provrdes legal services to the Company..In
2006, the Company paid Goodwin Procter. $146,018 in legal, fees.and disbursements, We engage Goodwin
Procter, from time to time in the ordinary course of our business, on an arm;s. length basis. Under NYSE rules,
the Board determines annually, based on all of the relevant:facts. and, circumstances, whether each Director
satisfies the criteria for independence and periodically evaluates related person transactions-involving directors in
connection with such process. In 2006, the relationship descnbed above was rev1ewed,,con51dered and approved
in.the course of the Board’s annual review and determination of director mdepenldence and after con51der1ng the
insignificant fees paid by the Company to Goodwm Procter in proportion to {ioodwin Procter s overall revenues
(less than one percent), as well as considering both the independent judgment that Mr. Dietz has exhnblted during
his seven and one-half year tenure as a Director and his ability to maintain such independent judgment, the Board
determined that the relationship between Goodwin Procter and the, Company does not compromise Mr. Dietz’s

independence. o T a e g e 1

Related Persan Tmnsactwns

TR L "R : D B AR (A T R S L

Other than as descrlbed above, ‘during Fiscal 2006 the Company was-not a party. to.any, other transaction
where the amount involved exceeds $120,000 and in which an executive of_f'_lcer director, director nominee or, 5%
stockholder (or their immediate family members) had a material direct or indirect interest and no such person
was indebted to the Company. L L T T
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Compensatlon Commlttee Interlocks and Insider Part1c1patwn _
1"

None of o‘ur executrve ofﬁcers serves as a member of the board of drrectors or compensahon commitiee of
any entity that has one or more of its executive officers sefving as a member of our Compensatron Commlttee In
addition, none of our executtl/e officers serves as a member. of the compensation, comrmttee of any entlty that has
one or 1More of its execunve‘ofﬁcers serving as a member of our Board of Drrectors As|we have noted above

‘Mr. Dietz is a partner of Goodwin Procter, a law ﬁrm which provides legal services. to the Company- As also

|
"noted, our Board of Directors has afﬁrmauvely determined that this relanonshrp does not compromise Mr. Dietz’
1ndependence o - . o L :

v gt

COMPENSATION DISCUSSION AND ANALYSIS

Cert ot - ey - - 4

P e .“,‘

Overview ot‘ Compensatlon Program Cean . . . "

The followmg Compenlsatton Discussion’ ‘and Analysrs describes the matenal e]ements of cornpensatlon for
'the individual§ who served as the Company s Chief Exécutive Officer and Chief’ Financial Officer during fiscal

2006, as well as the other mdmduals included in the Summary Compensation Table on pa‘ge 17 (such 1nd1v1duals

are referred to herein as the “Named Executive Officers”). The Compensation Comrmttee of the Board makes all
decisions for the total direct compensation of the Named Executive Officers based on the factors described below

and, for Named Executive| Officers other than our Chlef Executive Ofﬁcer our Chlef Execunve Ofﬁcer 5
recommendatrons e ' Pt . .

.1 ' P . .

Compensation Philosophy and Objectives

We believe that the mlost effective executive compensation progtam is one that is’designed to reward the
achievement Pf specific annual, long-term and strategic goals that promote the profitable growth of the Company
and improve stockholder value. ' ‘ T

i

The Company’s current execulive compensation programs, are mtended to achleve two fundarnental

objectives: ( 1) attracting and retaining qualified executives by offermg compensanon ‘and benefits (including

retirement beheﬁts) that are competitive with industry peers; and (2) motivating executives to achieve results that
improve stockholder value by aligning executives’ interests with the interests of our stockholders D
t
As descnbed in more detail below the maierial elements of our current execut:ve compensatton program for
Named Exechtive Officers mclude a'base salary, an annual bonus opportumty, a long term 1ncent1ve opportumty,
et1rernent beneﬁts perqm‘srtes and other bepefits, and severancé protecnon for certam actual or construcnve
terminations | of the Named Executlve Ofﬁcers employmerit. we beheve that edch element of our exeeutlve

compensatlon program helps us to aehreve one or both of the compensatron objectlves noted above

'
i

'
N ¢ H [ A B ot P AN L . e S LT e

Setting Executive Compensation . . e C A B SRS E P o

To assmt the Compensatlon Commlttee in assessmg and deterrmmng eompetmve]compensanon packages
structured based on the foregomg objecuves through the "end 2005 we had engaged CFS Consulting, Inc. (“CFS
Consnltmg”) as an 1ndependent compensation consultant to conduct reviews of our total compensation program
for our Chref Executive Ofﬁcer as well as for other key executives. Compensation decrslons for the year ended
December 31 2006 were based on the reviews and information compiled by CFS Consultmg, however, in 2006
we engaged ‘Watson Wyatt Worldwide (“Watson Wyatt™) to advise with réspect-to the rmplementanon of a new
long-term eqmty mcentave program for 2007, cértain revisions to our qualifiéd noncontributory defined benefit
pension plan for ehgrble salaried employees and to act as our’ lndependent compensation consultant for future
years, CFS ?onsultmg reviewed and identificd peer group compames " obtained and evaluated current executive
compensation 'data for thiese peer group companies, made: récommendations- regarding the base salary and bonus

1
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levels of Named Executive Officers for 2006 in light of compensation data for our peer group companies and

made recommendations concerning the appropriate level of long-term incentive compensaiion for our senior
executive officers for 2006. Based on the tecommendations of CFS Consulting, the Company selected as its peer
companies for 2006, publicly-traded manufacturing companies that are Ieasonably similar to the Company in
structure and complexity and which have total annual revenue under $1 billion '(collectively, the “Compensation
Peer Group”). We believe that the Compensation Peer Group provides relevant comparative compensation data
for the Company. While we review the'compensation data for our Compensation Peer Group in determining the
compensation levels of Named Executive Officers, we do not set compensation levels by reference to any certain
percentile or benchmark within the Compensation Peer Group. Rather, our goal is to provide each Named
Executive Officer with a current executive compensation program that is market-derived and market-driven
consistent with cur compensation philosophies described above.

As a result of the compensation philosophies, described above, a significant percentage of total
compensation is allocated to incentives. There is no pre-established policy or target for the allocation between
either cash and non-cash or short-term and long-term incentive compensation. Rather, the Compensation
Committee reviewed information provided by CFS Consulting to determine the appropriate level and mix of
incentive compensation. '

2006 Executive Compensation Components

For the fiscal year ended December 31, 2006, the principal components of compensation for Named
Executive Officers were:

*  base salary;

+  performance-based annual iné_entive compensation;
. long-term equity incentive CoAmpcnsation;

*  retirement and other benefits; and

*+  perquisites and other personal benefits.

kN

Base Salary

The Company provides the Named Executive Officers and other employees with base salary to compensate
them for services rendered during the fiscal year. In October of each year, the Compensation Committee
genera!ly reviews and establlshes the base salaries for each Named Executive Officer. Our general policy is to set
base salaries that are market-derived and market-driven in light of base salaries paid to comparable executives at
our Compensation Peer Group and other market data provided by CFS Consulting, a Named Executive Officcr s
individual performance during the prior fiscal year, a subjective assessment of the nature of the position, the
contribution and experience of the executive and, for Named Executive Officers other than our Chief Executive
Officer, our Chief Executive Officer’s recommendations. Based on this review, the Compensation Committee
determined that the appropriate base salary for each Named Executive Officer for 2006 was the amount reported
for such officer in Column (c) of the Summary Compensatlon Table on page 17.

Performance-Based Annual Incentive Compensanon

Cons;stent with the pnncmple that our executives should be motivated to achieve results that improve
stockholder value, we believe that an important portion of the overall cash compensation for executive officers
should be contingent upon the successful achievement of certain annual corporate goals that we believe drive
improvement in stockholder value. Qur 2006 management bonus plan provided for a target cash bonus,
achievement of which is dependent upon the attainment of certain performance goals. The actual targets are

12




based on a pe(cehtage of the officer’s ‘base salary. Based on the recommendation of |CFS Consulting, the
Compensation Committee setl the'target bonus awards for 2006 at 75% of base salary for; our Chief Executive
Officer, 55% of base salary for our Chief Financial Officer, 60% of base salary for our Chief Operating Officer;
45% of base salary for our Gr:oup Vice President—Circor Energy Products and 43% of basef: salary for our Group
Vice President-—Thermal Flu}d Controls. Depending on the achievement of the predetermined goals, the annual
bonus may be less than or greater than the target bonus. For example, a minimurm, target, and maximum level of
achievement are pre-determined by the Compensation Committee with respect to each! goal with respective
payout§ of 0%) 100% and 200%. The maximum' possible payout under the 2006 management bonus plan was
200% of the target bonus. Befcause disclosure of the specific targets for cach goal under olir management bonus
plan would give competitors information that could be leveraged for competitive advantage, the Company does
not disclose these specific lm"gets. The targets are set at aggressive levels each year in order to motivaté high
business performance and require substantial effort and commitment by our executives to achieve results that
would signiﬁca;ntly cont'ribute:: towards increasing stockholdér value. At the same time, the targets are intended to
represent-achievable goals in ordet to keep management motivated. Generally these goals fell into one or more of
the following three catégori'eéi (i) a corporate performance component (with specific factors including earnings
per share, net! sales, ilivent?ry turns, on-time delivery and acquisition achievements);: (ii) a business unit
component (with specific factors including earnings, sales, on-time delivery and inventory turns); and (iii) an
individual perflormancc comp:onent (with specific factors including quantitative and qualitative targets related to
the achicvement of goals within the individual’s area of responsibility). In 2006, the annual bonus oppeortunity _fofr
our Chief Executive Officer] Chief Financial Officer and Chief Operating Officer was weighted 100% to the
attainment of certain targets within the corporate performance component. In 2006, the amé'ual bonus opportunity
for our Group Vice President:——Circor Energy Products and Group Vice President—Thermal Fluid Controls, was
weighted 100% to the attainment of certain targets within their respective businiess unit components. Based on
" the Co'mpany’.si results for the; fiscal year ended December 31, 2006, our Chicf Executive Officer, Chief Financial
Officer, Chicf!Operaling Officer, Group Vice President—Circor'Energy Products and Group Vice President—
Thermal Fluid|Controls carned 138%, 118%, 118%, 140% and 49% of their-respective targ;el bonuses.

In order to more closely align the interests of our executives with those of our stockholders, our executives
are also eligible to participal'e in our Management Stock Purchase Plan (“MSPP”). Under the MSPP, which is a
component plan of our Amended and Restated 1999 Stock Option and Incentive Plan, executives may make an
advance election to receive restricted stock units (“RSUs™) in lieu of a specified percentage or dollar amount of
such executive’s earned annual cash bonus. Stich RSUs are issued'on the basis of a 33% discount to the closing

price of the C(:)mpany’s stock on the day the incentive bonuses are paid or otherwise v&oulclj be paid and generally

. ! | . C .
vest in whole after a three-year period, at which time they are converted into shares of our, Common Stock unless

the executive previously has|elécted a longer deferral period. Dividends equal to any dividends paid on shares of
our Common Stock are accrued to the account of an RSU holder and are paid-to the holder at the time such RSUs

actually vest. ha'sed on elections made prior to December 31, 2005, for the fiscal year end:ed December 31, 2006,
our Chief Executive Officer, Chief Financial Officer, Chief Operating Officer, Group Vice President—Circor

1

Energy Produfcts and Group‘ Vice President—Thermal Fluid Conirols elected to defer 1(?0%,__50_%, 100%, 50%

! |
and 20% of thieir respective bonuses into RSUs. |

! T A a t i ' ]
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Long-Term Eiqu‘ity Incentives

ﬂ1e"CorJ}1p:ihy’s policy is that executives’ long-term compensation should promé:te both the long-term
r'etention'of-'}cey-executiveé as well-4s improvements to the value provided to stockholders by aligning
executives’ iqtereSts with th:e interests of our stockholders. The following is a summary éf the Company’s long-
term equity incentive program in effect through 2006. The Company has implemented a new long-term equity
incentive program for 2007, as further described below under “Subsequent Compensation ‘Actions.”
' ) i . ' . R L

* Under li'le program in effect” through 2006, based on the recommendation of CFS Consulting, the
Company’s prior independent compensation consultant, the Compensation Cornmitle:e-‘set the 'value to be
awarded in 2006 based on |125% of base salary for our Chief Executive Officer, l()O%I of base salary for our

|
|
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Chief Operating Officer, 90% of base salary for our Chief Financial Officer, 70% of base salary for our Group
Vice President—Circor Energy Products and 70% of base salary for our Group Vice President—Thermal Fluid
Controls. - ) _ , T , .

In light of applicable tax regulations and accounting principles and in order to provide equity-based awards
to the Named Executive Officers that are competitive with our peer group companies, in 2006 we chose to
denominate 100% of the long-term incentive awards in the form of RSUs. The amount of RSUs awarded to each
Named Executive Officer is determined by dividing the amount of such Named Executive Officer’s long-term
incentive award by the fair market value of the Company’'s Common Stock at the time of grant. Based on this
calculation our Chief Executive Officer, Chief Financial Officer, -Chief ,Operating Officer, Group Vice
President—Circor Energy Products and Group Vice President-—Thermal Fluid Controls received 23,283 8,414
8,990 5,336 and 5,286 RSUs respectively. These RSUs vest one-third per year over a three-year period with the
recipient becoming entitled to one share of our Common Stock for each RSU upon vesting. At the time of the
RSU grant, the recipient may elect to defer receipt of shares upon vesting until a later date. As with any RSUs
granted in lieu of cash bonus compensation, cash dividends are credited to the RSU holder’s account for.each
non-vested RSU and are paid in cash upon vesting, whether or not actual receipt of the shares has been deferred
until a later date. .

Stack Ownersth Guidelines

To further align the interests of the dlrectors and executive officers of the Company w1th the interests of the
stockholders, the Company has adopted Stock Ownership Guidelines for Directors and Executive Officers. These
guidelines, which were formally adopted by the Company’s Board of Directors on February 21, 2006, establish
an expectation that, within a five-year period, each director and executive officer shall achieve and maintain an
equity interest in the Company at least equal to a specified multiple of such individual's annual base salary or
director’s fee. The applicable multiples are as follows:

Pasition . Target

Chief Executive Officer ..........,........ -5% annual base salary .

Chief Operating Officer ................... 3x annual.base salary ,

Chief Financial Officer .................. 3xannual base salary . .

Group and Corporate Vice Presidents .. .. ... 2x annual base salary . : . :
Non-employee Director ............ e 3x value of annual retainer : o,

In calculating an individual’s equity interest, credit is given for the value of actual shares of Common Stock
owned beneficially, the after-tax value of all vested stock options and RSU awards, and the after-tax vatue of
RSUs which the individual has received in lieu of either bonus compensation or annual director’s retainer.

' * . R f

Retirement Benefits

Consistent with the Company’s philosophy that compensation should promote the long-term retention of
key executives and be competitive with industry peers, the Company has sponsored a qualified noncontributory
defined benefit pension plan for eligible salaried employees (the “Retirement Plan”) and a nonqualified
noncontributory defined benefit supplemental plan for certain highly compensated employees (the “SERP”). The
eligibility requirements of the Retirement Plan are generally the attainment of age 21 and the completion of at
least 1,000 hours of service in a specified |2-month period. The assets of the pension plan are maintained in a
trust fund at an independent investment firm. The Retirement Plan is administered by a retirement plan
committee comprised of Company executives appointed by the Board. The Retirement Plan provides for monthly
benefits to, or on behalf of, each participant at age 65 and has provisions for early retirement after age 55 and
five years of service and surviving spouse benefits after five years of service. Participants in the Retirement Plan
who terminate employment prior to retirement with at least five years of service are vested in their accrued
retirement benefit.- The Retirement Plan is subject to the Employee Retirement Income Security Act of 1974, as
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amended. The normal retirement benefit for participants in the pension plan is an annuity ﬁayable monthly over .
the participant‘s: life. If the par:ticipam is married, he or she will receive a spousal joint and 50% survivor annuity,
unless an election out is made. Generally, the annual normal retirement benefit is an amount equal to 1.67% of
the participant’s final average :compensation (as defined in the Retirement Plan), reduced b;{( the maximum offset
allowance (as defined in the Retirement Plan) multiplied by years of service (with a ma‘:ximum of 25 years).
Compensation recognized under the.Retirement Plan for purposes of the calculation above generally includes
base salary and annual bonus. Annua compensation in excess of $220,000 per year i§ disregarded for all
purposes under: the Reliremeﬁl Plan. However, benefits accrued prior to the 1994 plan year may be based on
compensation in excess of $220,000. The SERP provides additional monthly benefits to (i)Y a select group-of key
executives, which includes our Chief Executive Officer, Chief Operating Officer and Chief Financial Officer, '
(i) individuals who were projEcted to receive reduced benefits as a result of changes made :to the pension plan to
comply with the Tax Reform Act of 1986, (iii) executives who will be affected by Internal Revenue Service
limits on compensation unde% the Retirement Plan, and (iv) individuals who deferred compensation under the
qualified Retirement Plan. The SERP is not a tax-qualified plan, and is subject to certain provisions of the
Employee Retirement Income Security Act of 1974, as amended. The SERP is not funded, Tier one benefits are
provided under|the SERP to aj select group of key executives, which inchides our Chief Executive Officer, Chief’
Operating Officer and Chief Financial Officer. The annual benefit payable at normal retirement is equal to the
difference bel\\feeh (x) 2% of the highest three year average compensation multiplied by i‘years of service up to ‘
ten years, plus 3% of average compensation times years of service in excess of ten years, to a maximum of 50% !
of average compensation, less' (v) the annual benefit payable under the Retirement Plan forfnula described above.
Normal relirem;ent age under tier one is age 62. N o

| 1

Based on ‘a desire for cost and funding predictability and consultation with Watson Wyatt, as of July 1,
2006, we froze the accrued [:iension benefits of the Retirement Plan participants. Under the revised Retirement
Plan, such participants generally do not accrue any additional benefits under the Retirement Plan after July 1,
2006 (although vesting for unvested participants continues until full vesting) and will instead receive enhanced
benefits associated with our defined contribution 401(k) plan described below. In order to provide continuity and
honor commitments made 0 key executives in connection with their retention, the SERP was not frozen in
connection with the revisions to the Retirement Plan and benefits under the SERP continue to accrue. SERP
participants are also eligible to participate in our defined contribution 401(k) plan described below; however, due
{0 the benefits provided under the SERP, such participants do not receive the enhanced benefits under our 401(k)
plan that were irhplemenu_:d in connection with the revisions to the Retirement Plan. | '

The C(')m:pany ‘maintains a defined contribution 401(k) plan in which subslamial]y all of our US.
employees, inclluding the Nal:'ned Executive Officers are eligible to participate. i c'onj'unc:tion with the freeze of
the Retiremenlt Plan on July 1, 2006 and‘ the enhancements to the qualified 401(k)'plan, we also plan to
implement a nonqualified 401(k) excess plan by the end of 2007 to provide benefits that|would have otherwise
been pruvided|under_ the qualified 401(k) plan to certain participants but for the imposition of certain maximum
statutory limit.% imposed on qlualiﬁ_ed plan benefits (for example, annual limits on eligible I'Jay and contributions).
Company employees, including the Named Executive Officers, who reach the maximum: limits in the qualified
401(k) plan will generally be eligible for the 401(k) excess plan.’As mentioned above, in connection with the
freeze of the Retirement Plah on July 1, 2006, our employees reccive enhanced benefits under our 401(k) plan. |
Each year, commencing with Fiscal 2007, the Company makes an automatic core contribution on behalf of each
participant qu;la] 10 2.5% of :Ihe participant’s compensation (regardless of whether the pa;rticipant contributes to
the plan). In z{tddition, the Company makes an additional matching contribution on behalf of each participant
equal to 50% IOf the first 5%|6f compensation contributed to the plan by the participant. As described above, the
Named Executive Officers eligible to participate in the SERP do not receive core or matching contributions from

the Company. l i _
|

., | ' .
Perquisites and Other Benefits

1
The Com'pany provides the Named Executive Officers with certain limited perquisites and other personal

| . . . ] . .
benefits that the Company and the Compensation Committee believe are reasonable an consistent with the
i
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overall compensation program-’objective of enabling the Company to attract and retain.superior employees for
key positions. The Compensation Comumittee’ periodically reviews the levels, of perquisites .and other personal
benefits provided to the Named Executive Officers. In 2006 our Chief Executive Officer, Chief Financial Officer,
Chief Operating Officer, Group Vicé President-—Circor Energy Products and Group Vice President—Thermat
Fluid Controls received monthly car allowances of $1,250, $1,000, $1,000,.$700 and $700 respectively. In
addition, pursuant to our Chief Executive Officer’'s Amended and Restated Executive Employment Agreement,
the Company also pays for tax prepdaration and planning services and.the initiation and annual dues associated
with a country club membership of his choice. In the case of the country club’'membership fees, we believe this
perquisite~to be appropriate in that iti.provides m=appropnate forum for off-site business meetlngs as well as
customer and supplier entertamment T e, . : :

Tax Deduettbthty of Compensatton o - , . .

. Sectton 162(m) of the Intemal Revenue Code hmtts the deductlblhty ‘on the Company S tax return of
compensation over- $l nulhon to any; of the Named Executive Officers unless, in general, the compensatlon is
paid pursuant to a plan whtch is performance—related non-dtserettonary and has been approved by our
stoekho]ders The Company’s policy with respect to Section 162(m) is to make every reasonable effort to ensure
that compensatlon is deductible to the extent perrmtted wh11e snmuItaneous]y providing our executives wrth

appropnate rewards for their performance -

N
! R T B - . . '

Subsequent Compensatlon Actions

In consultation with Watson Wyatt the Compensation Committee has developed and approved the material
terms of ‘a rev1s1on to our long term equnty incentive’ program begmmng in 2007. To further promote the
Company $ goals of retaining key executives and motlvatmg stich executlves to achieve results that improve
stockholder value by more closely ahgmng the executlves 1nterests with the interests of our stockholders our
revnsed ]ong -term equity incentive - program will transition, over a four—year period, from the Company’s current
practice of grants of time- vested RSUs to grants of a mixture of tlme-vested RSUs and performance stock units
(“PSUs") PSU payouts w111 be in the form of our ‘Common Stock but will be contingent on the Company’s
performance agamst a pre-set objectwe (currently anticipated to be a targeted return on invested capital
(“ROIC”) goal to be set by the' Compensatlon Commtttee) It is expected that the attainment of the ROIC goal
will result in 100% of the shares covered by the applicable PSU grant to be earned, and the Compensation
Committee will determine the percentage of 'shares that will be earned at various achievement levels below or
above the targeted ROIC; Any shares of .our Common Stock earned pursuant to any PSU grant will be subject to
ratable vesting over a four. year, perlod from the date of the PSU grant

+

Under the mmal phase—m penod)m 2007 our Chief Executive Officer will receive grants of RSUs equal to
the same percentage of base salary recelved in" 2006 (as set forth under the caption “Long-Term Equ1ty
Incentlves above) and our Named ]?Ixecuttve Ofﬂcers (other than’ the Chief Executive Officer) will receive
grants of RSUs equal’ to two times the percentage of base salary received in 2006 (as set forth under the caption
“Long-Term equty Incentives” ab0ve) However, unlike the three- -year vesting for RSUs granted in 2006, RSUs
granted in February 2007 to our Chlef Executlve Officer will vest ratably over a four-year period ‘arid those
granted to our other Named Execuuve Ofﬁcers Wll] vest ratably over a s1x-year period. In 2008, we expect our
Chief Execunve Ofﬁcer will recenve grants of RSUs up 1o a targeted level to be determined and specified as a
percentage of base salary, and such RSUs would vest ratably over a four—year penod We do not expect that the
Named Executtve Officers (other than. the Chlef Executlve Ofﬁcer) will receive any grants of RSUs i in 2008 but
they will be ellglble for awards of PSUs if the Company s actual ROIC achtevement for 2008 exceeds a target to
be set by the Compensatlon Commiftée. In 2009 we expect that for all Named Executive Officers, 75% of the
long-term equity incentive awards will be granted in the form of RSUs and 25% will be granted in the form of
PSUs. Both RSU and PSU grants made in 2009 would vest ratably over a four-year period. In 2010 we expect
that for all Named Executive Officers, 50% of the long-term equity incentive awards will be granted in the form
of RSUs and 50%. will be granted in.the form of PSUs Both RSU and PSU grants made in 2010 or later would
vest ratably over a four-year period. -~ .o . @ I
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|
‘SUMMARY|OF CASH AND CERTAIN OTHER COMPENSATION AND
L . OTHER PAYMENTS TO THE NAMED EXECUTIVE OFFICERS

The followmg sections provide a summary of cash and certain other amounts we pmd for the year ended
December 31, 2006 to the Named Executive Officers. Except where noted, the mformaltlon in the Summary
Compemanon Table generally pertains to compensation to the Named Executive Officers for the year ended
December 31, 2006 Therefore, we encourage you to read.the following tables closely. Thé narratives preceding
the tables and the ‘footnotes accompanying each table are important parts of each table. A[qo we encourage you
to read ths section in conjuncuon with the Compensation Discussion and Analysis, above. |

] COMPENSATION SUMMARY i

" ' The followmg table details the compensation of (i) our Chief Executive Officer and our Chief Financial
Officer, (i)’ our three other most - highly compensated executive officers during the fiscal year ended
December 31, 2006 and (iii) bne additional individual for whom disclosures would have been provided but for
the fact that the individual |was not serving as an executive officer at the end of Lhe fiscal year ended
December 31, 2006 For a dlscussmn of the material factors in determining executive compensation and the
amounts prcsenled below see the Compensation Discussion and Analysis on page 11 under.the headings “Setting
Executive Com‘pensatlon” and *2006 Executive Compensation Components.” . |
‘ . Sqmmary Compensathn Table . I

Change in &

. ’
| ' ' Pension
‘
|

Value and
' Nonqualiffed |
Non-Equity Deferred
. ;o Stock Option  Incentive Plan Compensation | All Other
+ Nameand - - ’ Awards  Awards Compensation  Earnings Compensation
, Pringipal Position Year, Salary ($) Bonus{$) ($)(1) ($)(2) $)(3) @ | ®® Total ($)
. @ . @ (d) (e} ) Rty ) th) w »
David A. Bloss, Sr., ' '
Chairman and Chief ’ '
Executive Officer . .. .2006 540,000 — 515,085 383,818 560,669(6) 721,858

|

{

i

|

|

s 1
Kenneth W. Smith, o |
Senior Vice President, _ o i
:

f

35,683 2,757,113

~ Chief Financial
Officerand ‘ ' ' '
" Treasurer ... . HE .2006 270,000 — 148,900 123,962 190,72%(7) 151,307

A. William Higgins,
President and Chief ' ) _
Operarmg ()ﬁ" cer ...2006 280,000 — 181,156 60,787 198976(8) 53,373

Paul M. Coppmger
Group Vice Pres:dem .

Circor Energy
Products .)........ 2006 219,000 — 120444 56,829 167,970(9) 30,176

1

!

'

John W. Cope ‘ |
Group Vice President, . l
Thermal Flmd 7 ' i
1

L

|

1 15,815 900,713

13,275 787,567

'

12,394 606,813

Controls’. . !. ... ...2006 203924 — 65,367 17,206  46,917(10) 23,345 |- 91,621 458,380

Barry L. Taylor Sr.(11)
Former Group, Vice
President, Circor _ ;

Instrumentai:on '
Technologtes .. o .2006' 49269 — 51,067 50 789 — 34, 796 | 346,080 532,001

(1) The amqunts shown 1 in this column reﬂecl the dollar-amounts recognized in accord'ance with SFAS 123R
for financial statement reporting purposes for the fiscal year-ended December 3! 2006 with respect to
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&)

)

4)
(6}

&)
(8)
9)
(10)
an

RSU awards under the Compaiiy’s Amended and Restated. 1999 Stock Option and Incentive Plan and
RSUs purchased under the MSPP and thus include amounts attributable to RSUs granted in and prior to
2006. For a discussion of the assumpttons related to the calculation of the amounts in this column, please
refer to Note 11 (Share-Based Compensation) to the Company’s audited consolidated financial statements
for the year ended December 31, 2006 included in our Annual Report on Form 10-K ﬁlcd with the SEC on
February 22, 2007.

The amounts shown in this column reflect the dollar amounts recognized in dccordance with SFAS 123R for
financial statement reporting purposes for the year ended December 31, 2006 in connection with stock
options granted under the Company’s Amended and Restated 1999 Stock Option and Incentive Plan. The
Company ceased granting stock options to employees and directors in 2005, and thus the amounts shown in
this column are attributable to stock options granted prior to 2006. For a discussion of the assumptions related
to the calculation of the amounts in this column, please refer to Note 11 (Share-Based Compensation) to the
Company’s audited consolidated financial statements for the year ended December 31, 2006 included in our
Annual Report on Form 10-K filed with the SEC on February 22; 2007.

The amounts shown in this column reflect amounts earned for performance under our 2006 - management
bonus plan Qur executives are also eligible to participate in our MSPP, a component plan. of our Amended
and Restated 1999 Stock Option and Incentive Plan, pursuant to which executives may make an advance
election to receive RSUs in lieu of a specified percentage or dollar amount of such executive’s annual cash
bonus. Such RSUs are issued on the basis of a 33% discount to the closing price of the Company’s stock on
the day the incentive bonuses are paid or otherwise would be paid and generally vest in whole after a three-
year period, at which time they are converted into shares of our Common Stock unless the executive
previously has elected a longer deferral period. Based on elections made prior to December 31, 2005, for the
fiscal year ended December 31 ,.2006, Messrs. Bloss, Smith, Higgins, Coppinger and Cope clected to defer
100%, 50%, 100%, 50% and 20% respectively of their respective bonus amounts shown above into RSUs.
RSUs were issued as of February- 26, 2007 by dividing the named executive officer’s election amount by
$24.27 (the “2006 RSU Cost™), which was 67% of $36.23, the closing price of our Common Stock on
February 23, 2007, the trading day immediately preceding the award date, In accordance with SFAS 123R,
the compensation expense associated with the 33% discounted purchase price of these RSUs will be
recognized over the three-year vestmg period. Accordingly, these amounts will be included in column (e}—
“Stock Awards” of the Summary Compensation Table in future years as such amounts are recognized.

The amounts shown in this column reflect the aggregate change in actuarial present value of the named
executive officer’s accumulated benefit under our Retirement Plan and the SERP from October 1, 2005
(the pension plan measurement date used for financial reporting purposes with respect to our audited
consolidated financial statements for the fiscal year ended December 31, 2005) to September 30, 2006 (the
pension plan measurement date used for financial reporting purposes with respect to our audited
consolidated financial statements for the fiscal year ended December 31, 2006). There were no above-
market or preferential earnings on compensation that was deferred on a basis that is not tax-qualified.
Present values as of October 1, 2005 are based on a 5.50% discount rate. Present values as of
September 30, 2006 are based on a 5.80% discount rate. Both present values assume commencement at
normal retirement age with no mortality before commencement and RP-200. ..
See “Supplemental All Other Compensation Table” for specific items in this category.

Mr. Bloss received 23,097 RSUs in licu of receiving his entire incentive bonus of $560,669. This number
of RSUs was determined by dividing $560,669 by the 2006 RSU cost.

Mr. Smith received 3,928 RSUs in licu of receiving 50% of his incentive bonus.of $190,729. This number
of RSUs was determined by dividing $95,349 by the 2006 RSU cost.

Mr. Higgins received 8,197 RSUs in lieu of receiving his entire incentive bonus of $198,976. This numbcr
of RSUs was determined by dividing $198,976 by the 2006 RSU cost.

Mr. Coppinger received 3,459 RSUs in lieu of receiving 50% of his incentive bonus of $167 970. This
number of RSUs was determined by d1v1d1ng $83,964 by the 2006 RSU cost.

Mr, Cope received 386 RSUs in lieu of receiving 20% of his incentive bonus of $46,917. This number of

" RSUs was determined by dividing $9,370 by the 2006 RSU cost.

Mr. Taylor’s employment with the Company terminated on March 20, 2006
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2006 All Other Compensation Table

1 P ¥ LI PR . : © Tax : oo Payments
T . .| . Perquisites Preparation . : Relatingte |
‘ and Other and Severance Employee
* . !+ " Personal ' Financial Insurance Payments/ Relocation Savings:
! . l Benefits i Premiums Accruals Payments Plan Other
Name . '~ Year ®@® - ® . _®O O $) $)(3) ($)(4) Total (§
N R ) 0 ® (h) 0 )

David A. Bloss, Sr. .., ,2’0|06 24350 2,843 .2322 . — — — 6,168 35,683
Kennéth W. Smiith ..:-..‘=20|06 12,000 - 2322 ¢ = — — 1,493 15815
“A. William Higgins .- . ; 2006 “12,000° | — 810 — — — - 465 13275
Paul M. Coppinger .. ... 2006 - 8400 - — 419 — — 2394 1,181 12394
John W. Cope™.: ... ;.72006 8,400 — 843 — 80331(5) 1,922 125 91,621
Barry L. Taylo‘r;-Sr." 1, 2006 1,400 — 306 344,374(6) — — — 346,080

- [ : ¢ L . . ' oo
(1) .The arpou:ms shown in this column reflect each executive’s annual car allowance, except for Mr. Bloss’

! " :i'rhount'which Eilso includes annual country club membership dues in the amount of $8,750.

(2) The amounts ‘shown in| this column reflect group term life insurance premiums paid on behalf of each

: execulive.l

W o

3) The am(:)'lﬁli'ls shown in this column reflect company matching contributions to the named executive’s 401(k)
. 'savings”account' 'of 2.5% of pay up to-the limitations imposed by IRS regulations. Employees became
eligible for the company match beginning on July 1, 2006 in connection with revisions to the defined benefit

r

(4) The amounts shown in this column reflect

.

dividend equivalents paid on RSUs.

++ . Retirement Plan and enhancements to the Company’s defined contribution Savings Plan. Named Executive
- *Officers élible to participate in the SERP (Messrs. Bloss, Higgins and Smith) do not receive the Company
_match. See Retirement Benefits page 14..

T4

(5) This amount reflects relocation expenses in the amount of $58,062 and a tax gross-up payment of $22.269

on such amount.
(6) This amount reflects the

A, 0

‘ft')ilowing" amounts paid or accrued to Mr. Taylor in connection’ with the

termination of his employment with the Company as of March 20, 2006:

“" (i) the cost of~one )'rear of salary continuation in the amouni of $214,307 payable ratably on the

PR

- Company’s r_egu_lal:' payroll dates over the one-year period from the date of termination;

. . '(n) the Value of a whale life, insurance policy in the approximate amount of $97,632 that )was”'shqéﬁdered

{0 Mr. Taylor; and' 5
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(iii) the payment of $32,43

TN

P

-

R . i Lo
5 in accrued vacation pay.
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2006 Grants of Plan-Baséd Awards

The following .table summarizes the grant of plan-based awards made to our Named Executive Officers. For
a discussion of these grants please see the Compensation Discussion and Analy51s on pages 12 and 13 under the
headings “Performance Based Incemlve Compensatlon” and “Long Term Equlty Incentives.”

~d EEERE Y

. Stock Closing

e ' Estlmated Futore* .
See e - - .-~ .Awards;  Price of
. Iz g P‘ﬁ:ﬂg&?&“ Nuz;)er of gltgil‘: Grant Date
Board Incentive Plan Awards (1) . j.%l;zzﬁso‘:_r G::m Fg;rsyozlll:e
. Grant. , Approval Threshold Target Maximum- . Units Date - Awards,
_ Name Date Date 3 ($) & #) ($/Sh) ($)(2)
) (a) {b) () () (e} m ' @ (h) ]
David A. Bloss, St.  ......... — 2121006 0 405,000 810,000 © — — =
' ' o 227106 2721706 — ~ o U23.283(3) $27.81. 647,500
S 227106 2/21/06  — —_ Lo— '5-38,260(4)_3_52.?.8] 1,064,011
. Kenneth W.Smith........... — 2/21/06 0 148,500 297,000 — — = :
" 2/27/06 2/21/06 = = L 8 414(3) 27 81 233,993
. o _ ' "’127106 221006, — — — 2 816(5) 27. 81 78,313
A, William Higgins ... ....... — 2/21/06 0 168,000 336,000 — —_ gy, —
; v e y 227006 ;272106 . . — . — . . — .. 8990(3) 27.81 250,012
, .o . 2/27/06. 2/21/06 — — = 13,541(6) 27.81 - 376,575
Paul M. Coppinger .....1.;.." ~ ==r2/21/06" 0 98,550 197,100 -+ — e— =
' ' Co '21_’27/06 2724106 - — — = ¢ 1 5336(3) 27.81 148,394
e S 2/27/06 2121/06 - — T 9,728(7)1 27:81 270,536
John W.Cope .............. . —, 2421/06 0. 96,300 192, 600" - — -
; 2/27/06 2/21/06 Ch —_ - -5, 286(3) 27.81 147 004
3127106 2/21;’06 = - QSR 487(8) 27 81 . 13 543
Barry L. Taylor, Sr. ...... e — 2/21/06 0 84000 168000 — —, -
2/27/06 2/21/06, — T e S 210(3) 27 81 . 144 890
. . . : 2/27/06 2/21/06 w T — .= " 2532(9) 27 81 70,415

(1) The amounts shown in These co]umns reflect the potent1a1 valie of the payout for each Named Executive

" Officer under our 2006 managefent bonus' plan if the threshold, target or maximum goals are satisfied for

all performance measures. The potential payouts are performance -driven and therefore eompletefy at risk.

The general performance goals are described in the ‘Compensation’ Discussion and ‘Analysis ‘on' page 12

under the heading “Performance-Based Incentive Compensation.” The amounts actually earned for the fiscal

year ended December 31, 2006 are reported in the “Non-Equity Incentive Plan Compensation” column of

the Summary Compensation Table. Subject to elections to defer such amounts into RSUs as described in
footnote 3 of the Summary Compensation Table, amounts ecarned were paid on March 15, 2007.

(2) For 2006, equity incentive plan awards were made based on a percentage of the named executive officer’s
base salary as of December 31, 2005 and are not tied to performance goals. Accordingly, time vesting is the
only condition to realization of the underlying shares and the amounts shown in this column therefore reflect
the grant date fair value of each equity award as determined in accordance with SFAS 123R.

(3) The amounts reflect long term incentive grants in form of RSUs pursuant to our Amended and Restated
1999 Stock Option and Incentive Plan.

(4) Mr. Bloss received 38,260 RSUs in lieu of receiving his entire fiscal 2005 incentive bonus of $712,898.

{5) Mr. Smith received 2,816 RSUs in lieu of receiving 20% of his fiscal 2005 incentive honus of $262,405.

(6) Mr. Higgins received 13,541 RSUs in licu of receiving his entire fiscal 2005 incentive bonus of $252,313.

(7) Mr. Coppinger recetved 9,728 RSUs in lieu of receiving his entire fiscal 2005 incentive bonus of $181,260,

(8) Mr. Cope received 487 RSUs in lieu of receiving 30% of his fiscal 2005 incentive bonus of $30,266.

(9) Mr. Taylor, whose employment with the Company terminated on March 20, 2006, received 2,532 RSUs in
lieu of receiving 30% of his fiscal 2005 bonus of $157,320.
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_Outstanding Equity Awards At Fiscal Year-End _
Dol .

[

-

-.. o Option Awards o Sl Stock Awards
R T - L SRR I vrsoh s vy
VUL Dndetviee Underlying TU T T Ti T Uniteel | Uil
T T Optiess ) Optons ) v Snen, " Opton == S - stock T ok T
Na_mg Exercisable Unexercisable  Price ($§} 1. Date(2) Grent Date |, Vested (#) - Vested ($)(2)
@ o i) © @ - (@ 0 ® )
David A. Bloss, Sr.. .. -.26;500° — $10.375 10/18/2009 — — —
o . 70,000 . —  — 1632 10/29/2011 — — —
; 80,000 20,000 13.90 10/23/2012 — — —-
o 12,000 18000  23.80 1/06/2014 — — —
i [sp00 " 32000 2490 ‘2}‘18/2015 e — =
. — - . = 1062004 7 3334 $ 122,658(3)
,| ol — = = 180005 . 8867, . 326,217(3)
R — C= — —_ 2/27/2006 - 23,283 . . 856,582(3)
! — — — — ™ 3/50004 16818 $618734(4)
-.*_ " - — — — 2/18/2005 1,679~ -t 61,770(4)
4 — — — — 2/27/2006 38,260 1,407,585(4)
Kenncth W. Smifh ... 40,000 — 1350 4172010  — -
- 24,000 — 7.50, 8/02/2010 — —c Ly -
: 25,000 — 1632 10/29/2011 — - —
- 20,000 5,000 13.90 10/2372012 — Zu —
1 4,600 6,900 23.80  1/06/2014 — S
; 2,840 11,360 2490 21820157  — — . =
; — — - 1/6/2004 1,266 $ 46,576(3)
oo et ol aiet e e r e 0 L § /1802005 13,133 e 115,263(3)
* R oo v m YL 23272006 08,4148 71309,551(3)
| — — — — 3/52004° 12,5221 'S 92,784(4)
o R Ler 120182005 7T 3074 11,295(4)
" 2 L e e f-m'-—-! e 2/27/2006 2:816" " 103,601(4)
c T oo . AR . Lo ’,mn'.-,.
A. Wiuiam'mggins... 5,560 22,240 2490 0211812015 - —_
R S T T T o .. 2/18/2005 . :6200 s 228098(3)
e O e P — . 272772006, . 8,990« .330,742(3)
. R e T e AT R —_ 2]27/2006 13541 '$ 498,173(4)
Paul M. Coppinger .27 | 21000 7 = 2,000~ - 16 32" 02972011 et
1 2,000 2,000 13.90" 10/23/2012 ~'h— 0wt L
i 2,520 3,780 23.80  1/06/2014 — — —
: 1,260 5,040 2490  2/18/2015 — — —
280 1,120 2297  4/21/2015 — —_ -
: — — — — 1/6/2004 700§ 25753(3)
; — — — — 2/18/2005 1,400 51,506(3)
» — — — — 4/21/2005 333 12,251(3)
- —_ — — 202712006 5,336 196,311(3)
— — — — 3/5/2004 4913 $ 180,749(4)
! — — — — 2/18/2005 1,198 44,074(4)
— — — — 2272006 9,728 357,893(4)
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Option Awards - TN T NTLY Stock Awards

NS:::nuI!"ietE X Pé:cn:ll:-ietig Number of Market Value
- Y Underlying-Undertyi RO Sharesor of Shares or
DR Undertying -~ Underylng. -- 'Eomu;:e.;'ja T f;]',f; “S'Uuitsiif' ';Un;uT'?IZ"
Tyt s ercise " , Opti tock »  Stock That  Stock That
» -, Options(#) (1) Options @ (1) “prc Exp];m':.::m Award, HaveNot - Fave Not
“) " Name Exercisable  Unexercisable _ (§) ‘Date(2)  GrantDate Vested (#) Vested ($) (2)
." ‘ (II.) ""_ ‘l, t ) .(b) i 4,-‘-_'1(;’(_(!) " Jea (d) nl. ] ry (e) L (i t ﬂ? .’..._t. 'l (g) (h)
JohnW Cope s ;..o vh,520 126,080 :F 2629 .8/03/2015 i - — rn —
! t— to — voo— — 8/3/2005° 1,667 % 61,329(3)
— et AT — 212772006 5,286 - ¢ 194.472(3)
- oo = — 2/21/2006 487  $ 17.917(4)
Barry L. Taylor, Sr. ... SR L S L — _
—_—— L.l.“u Pt u.,ﬁ: Yo,

1)

All stock options Ilsted in this column were granted pursuant to our Amended and Restated 1993 Stcl)ck Option and Incentive Plan. All
such options have a ten-year Opuon term and vest ratably 20% | per year gcncral]y bcgmnmg on the first anniversary of the date of grant
indicated below. However, commcncemcm of the five-year vesting with respect 1o the options granted to Mr. Coppinger on 10/29/2001
was triggered by’ attainment' of certain performance criteria applicable to grants to Mr. Coppinger and certain other employees on thai

-date; as a result; the firse 20% ‘of such options became vested on 12/5/)3 with an additional 20% vesting on each subsequent

(2)

Gy

e

December 5% until fully vested on 12/5/2007.

o ExpirationDate EE A - - Grant Date

- - 101812009 Lo 1011871999
04/17/2010 04/17/2000
08/0212010 - 08022000 s
10/29/2011 10/29/2001
1042312012 10/23/2002
01/06/2014 e e, 01/06/2004
OVNS2015 ..., s s L 02/18/2005
0472172015 .. ... ........ .. .... e e, I e 04/21/2005
OROI20LS ... ... ] RSO e, SACN R 08/03/2005

ot e
The amoums  shown i in this column rcflect the market value of unvested RSUs calculated by multiplying the
‘number of such unvested RSUs by $36.79, the closing price of our Common Stock on December 29, 2006,
the last tradmg day in:2006. -

The amounts reflect .the unvested portion of long term incentive grants in_ form of RSUs pursuant to our
‘Amended .and ‘Restated 1999 Stock Option and Incentive Plan. Such grants_vest in equal installments of
one-third per year [begmmng on the first anmversary of Lhe date of grant], subject to any longer deferral
period selected by the executive. ' fay” O A

- The amounts reflect the unvested portion of RSUs pursuant to the MSPP provisions allowing executives to

receive RSUs in lieu of a specified percentage or dollar amount of their annual incentive cash bonus. Such
'RSUs vest in whole on the date that is three years from the date of the grant,"at which time they convert into
shares of Common Stock unless the executive has selected a longer deferral-period. Awards Wwith a grant

date of March 5, 2004 vested on MarchS 2007. LoALe Lok,
Sty a. v neEs
2yt L o ol LA

el
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2006 Option Exercises and Stock Vested

Stock Awards

Option Awards
Number of Shares  Value Realized . Number of Shares .Value Realized
. . , Acquired on . on Acquired on on
M Exercise (#) (1) Exercise (§) (2)' Vesting () (3)(4)  Vesting (§) (5)
‘() (b A © ()
David A. Bloss, Sr. (6) ... ... ...t 228,185 $5,064,361 9,790 $266,833
Kenneth W. Smith (7) .....[...0. .0 ... S — - 3,489 94974
A. William Higgins 8) ....|J.~......... .. — — 3,100 88,040
Paul M. Coppinger ) J 4,000 50,466 3,435 93,627
John W. Cope (10) . ....... ..ot eeint — = 833 23,224
Barry L.‘Taylo;r, T O (1§ Y PO e 5,980 . 57,268 3,746 103,593 -

(1) All stock| option exercises consisted of cashless exercises performed through open markel transactions

(2-)
(3}
4
&)

(6)

)

8

&)

effected by a stockbroker of the named executives choosing. ‘

The amounts shown in|this column reflect the value realized on exercise of stock options computed by
mulliplyir'lg the number|options exercised times the difference in value between the market price at which
the underlying shares were sold and the grant price of the options prior to withholding of income taxes

With resp;ect to shares acquired upon vesting of restricted stock units, each named executive elected to have

sharés withheld to pay alssociated income ‘taxes. The number of shares reported represents the gross number
prior to withholding of such shares. o . '

- . | " + . . k] . -
‘As indicated in the notes below, in certain cases, the actual receipt of shares underlying vested restricted

stock units may have been deferred pursuant to a previous election made by the executive. This table reports
the number of shares vested regardless of whether distribution actually was made. X

The amo:ums shown ijlll this column _reflect the value realized upon vesting of RSUs computed by
multiplying the number; RSUs vested (prior to withholding of any shares to pay associated income taxes)
times the fair market value of the our Common Stock on the date of vesting. :

Mr. Bloss% exercised 7,489 stock options on April 19, 2006 with.an exercise price of $12.78 and a market
price of $29.75; 80,500 'Stock options on April 20, 2006 with an exercise price of $12.78 and a market price
of $29.75; 35,196 stock :options on November 13, 2006 with an exercise price of $9.43 and a market price of
$34.51; 22,804 stock opltions on November 13, 2006 with an exercise price of $10.375 and a market price of
$34.51; 29,196 stock options on November 14, 2006 with an exercise price of $10.375 and a market price of
$34.51; 400 stock optio:ns on December 22, 2006 with an exercise price of $10.375 and a market price of
$37.75; li2,900 stock op]tions on December 28, 2006 with an exercise price of $10.375 and a market price of
$37.7525; 39,700 stock options on December 28, 2006 with an exercise price of $10.375 and a market price
of $37.7527. He acquiréd 3,333 shares with a market pﬁce of $25.81 on January 6, 2006, 2,024 shares with
a ma:kel! price of $27113 on February 12, 2006, and 4,433 shares with a market price of $28.40 on
February 18, 2006, each: upon the vesting of RSUs. )

Mr. Smitlh vested in 1,267 shares with a market price of $25.81 on January 6, 2006, 655 shares with a
market price of $27.13 on February 12, 2006, and 1,567 shares with a market price of $28.40 on
February! 18, 2006, eatf:h upon the vesting of RSUs. Mr. Smith has elected to defer receipt of shares
representing the entire $94,974 of the value recognized on vesting as follows: 1,267 shares until Janvary 6,
2010; 655 shares until February 12, 2007 and 1,567 shares until February 18, 2011.

Mr, Higgins vested in 31.100 shares with a market price of $28.40 on February 18, 2006, upon the vesting of
RSUs. M]r. Higgins ha,:'; elected to defer receipt of shares representing the entire $88,040 of the value
recognized on vesting until February 18, 2008. . - .

Mr. Coppinger exercisedl 1,000 stock options on February 27, 2006 with an exercise price of $16.32 and a market

- price of $27.603; 1,000 stock options on February 27, 2006 with an exercise price of $16:32 and a market price of

$27.70; 1.000 stock opti(:)ns on February 27, 2006 with an exercise price of $13.90 and a market price of $27.80;
1,000 sloék options on February 27, 2006 with an exercise price of $13.90 and a market price of $27.803. He
acquired '.?’00 shares with!a market price-of $25.81 on January 6, 2006, 1,868 shares with a market price of $27.13
on February 12,-2006,-7|00 shares with a market price_of $28.40 on February 18, 2006 and 167 shares with a
market price of $29.95 on April 21, 2006, each upon the vesting of RSUs. S .
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(10) Mr. Cope vested in 833 shares with a market price of $27.88 on August 3, 2006, upon the vesting of RSUs,
Mr. Cope has elected to defer receipt of shares representing the entire $23,224 of the value recognized on
vesting until August 3, 2008.

(11) Mr. Taylor exercised 180 stock options on May 25, 2006 with an exercise price of $16.32 and a market
price of $29.20; 1,420 stock options on May 25, 2006 with an exercise price of $16.32 and a market price of
$29.00; 1,600 stock options on May 25, 2006 with an exercise price of $13.90 and a market price of $29.00;
1,260 stock options on May 25, 2006 with an exercise price of $23.80 and a market price of $29.00 and
1,520 stock options on May 25, 2006 with an exercise price of $24.90 and a market price of $29.00. He
acquired 1,400 shares with a market price of 525.81 on January 6, 2006, 833 shares with a market price of
$28.40 on February 18, 2006 each upon the vesting of RSUs. He acquired 1,513 shares on September 20,
2006, with a market price of $28.95. These 1,513 shares were issued relative to partial vesting pursuant to
his involuntary termination from the Company on March 20, 2006. RSUs were valued as of the termination
date and were distributed on September 20, 2006 in accordance with Section 409A.

2006 Peﬁsion Benefits

The following table provides information with respect to each pension plan that provides for payments or
other benefits at, following, or in connection with retirement. This includes tax-qualified defined benefit plans
and supplemental executive retirement plans, but does not include defined contribution plans (whether tax
qualified or not). For a discussion of these plans please see the Compensation Discussion and Analysis on
page 14 under the heading “Retirement Benefits.”

Number of Years  Present Value
Credited Service  of Accumulated  Payments Durin,

Name , Plan Name (1) {2} (3) ) (4) . Benefit ($) (5) Last Fiscal Year ($)

(a) (b) . (©) . (d) ()
David A.Bloss, Sr. .............. Qualified & Excess 14 1,139,205 0
SERP 14 1,171,185 0

Kenneth W.Smith . ............... Qualified & Excess 7 224781 )]
SERP 7 196,422 0

A. William Higgins ............... Qualified & Excess 2 55,202 0.
. SERP 2 . 23,893 0
Paul M. Coppinger ............... Qualified & Excess ‘ 6 , 85,911 0
. SERP. S —_ - . — 0

JohnW.Cope ................... Qualified & Excess 2 56,719 1]
SERP — ‘ — 0
Barry L. Taylor, Sr. .............. - Qualified & Excess 7.14 © 121,304 0
‘ SERP —_ ' — 0

(1) Participants are eligible for the Qualified and Excess Plans if they are at least 21 years of age and were hired
before 2/1/2006. Lo

(2) Paricipants are eligible for the Supplemental Plan if named in the plan document.

(3) Participants are eligible for early retirement at age 55 with 5 years of vested service.

{4) A full year of service is earned in plan years where the participant worked over 1,000 hours. Partial years of
service are granted for years where the participant worked less than 1,000 hours. There have been no ad-hoc
additional years of service granted to any participants. No additional years of service are earned under the
Qualified and Excess Plans after June 30, 2006 when those plans were frozen (see Compensatlon Discussion
and Analysis on page 13 under the heading “Retirement Benefits,”

(5) The present value of accumulated benefits is calculated based on the same assumptions as noted in Note 13
{Employee Benefit Plans) to the Company’s audited consolidated financial statements for the year ended
December 31, 2006 included in our Annual Report on Form 10-K filed with the SEC on February 22, 2007.

24




' .| . 2006 Nonqualified Deferred Compensation

The Company did not maintain any type of Nenqualified dgferl_'edl'icompensati‘on plan in 2006,

therefore the l]"elevant table has been omitted. . O )

|
l ' . : ! b I A

| K SEVERANCE AND OTHER BENEFITS UPON . '
’ TERMINATION OF EMPLOYMENT OR CHANGE IN.CONTROL".

. M . . o L LS, A I I R B o :

In order to achieve our Fompensation objective of ra‘Ltractling,,‘ .r,gtaini;g' ,arfq.mqtiﬁfatipg qualified executives,
we belicve that we need to provide our Named Executive Officers (and other executive officers) with severance
protections that are consistent with the severance protections offered by our Compensation Peer Group. The
following section describes the particular benefits that may become payable to the Named Executive Officers,
depending on the circumstances surrounding their termination of employment with us. In calculating the amount
of any potential payments tc:a the Named Executive Officers under the ‘arrangements described below, we have
assumed that the applicable triggering event (i.e., termination of employment or change in control) occurred on
December 31,‘ 2006 and that the price per share of our common stock is qdua) to $36.79, the closing price on
December 29, 2006, the fast trading day in 2006, . . oo . s oo

! - P T TP WAL P N

Amended and Restated Exerfutive Employment Agreement with David A, Bloss, Sr. . . . ‘

Consistent with the philosophy stated above and with the ‘Amended and Restated Executive Employment
Agreement (the “Employmelnt Agreement”) we have entered'into with our Chief. Executive Officer, we believe
that severance should be payable to the Chief Executive Officer.of the Company if the Chief:Executive Officer’s
employment i:s terminated blv us without cause, by the execittive for a “good reason”™ that we-believe results in a
constructive termination of his employment, orin connection with'a change of control of the Company. If the
Chiéf Executive Officer’s e}nploymcnt is terminated by the Company without cause, by the executive for good
reason or in connection will:l a change in control of the Company, we believe that providing the Chief Executive
Officer with cash severance benefits is consistent.with oiir peer group companies and provides him with financial
security durinlg a period of time when he is likely to be unemployed and seeking new employment. TP

| a ‘ AP 3 e oo [ SRS UL IS B e I LR

Severance Benefits—Termination-of Employment Other than in Connection with Change in Control + .

Under l\f:‘.[r. Bloss’ Employment Agreement, in the év'e_ﬁt‘ _Mr.hflil(.)ss" employment is tér;hinatgd 'durii'ng the
employment term either by: the Company other than for “Cause” or “Disability” or by’ Mr. Bloss for “Good
Reason” (as those terms are defined in the Employment Agreement), Mr. Bloss will be entitled to severance pay
that generally includes: (1){accrued and unpaid base salary and accried and unpaid incentive  compensation, if
any, through ‘thf:: date of ;ét;{miha;ion;' (2) an’ é‘r'r.x'ouni equal i_o twb'ti_“n}cs'i'he‘ sum of (a) thé:. él'\/gfégé of Mr.'B}oss""
annual base salary for eacl} of the lrllree'ingpeQiqgc?ly 'ptébediqg _ﬁsé@}’years and (b) t_he'a'y{q,rage o'f the aqnua!
incentive compensation received by Mr.' Bloss for the threc immediately ‘precéding fiscal years (excluding any
sign-on bonus, retentton bonus or any othér special bonus); (3) the’continued vesting ‘of each unvested stock

: : . . r . B - LN - "y s !
option in accordance with|the vesting schedule set forth'in such stock option for an additional twenty-four

months following the date of termination; (A})ihe continued vesting of e_ac;h RSUIfb'r Eir'\,additioqal' twenty-four
months following the date of termination; (5) the crediting of an'additional twenty-four months of benefit scrvice
under the SERP; (6) the payment of Such health insurance premiuims as may l';e necessary to allow Mr. Bloss and

Mr. Bloss’ spouse and dependents to continue to receive health insurance coverage’ substanj:iallj/ similar 'to the
coverage they received prior to the date of termination for a period of one year: and (7) a gross-up payment so
that the net amount of suc:hll payment (aftéf:taxes) is sufﬁéient to pay thé excise tax, if any, dué under the Intérnal
Revenue Code in respect of the payments to be made under items (1) through (6) above. s -

t )

' ! | ' . . Yol N T R R
_ Severarfce.Beneﬁts,—Termmanon of Employment in Connection with Chqngf in antr:ql o

If within eighteen molnths after a change in control, Mr. Bloss’;"employment is terminated by the,Company
without Cause or Mr. Bloss terminates his employment for Good Reason, Mr. Bloss will be entitled to severance

pay that gen:erally includes: (1) an amount equal to three times the sum of (a) Mr. Bloss’ current base salary and

o ¥
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(b) the highest annual incentive compensation received by Mr. Bloss in any .of the three immediately preceding
fiscal years (excluding any sign-on bonus, retention bonus or any other special bonus); (2) the immediate
acceleration of vesting of all stock options and other stock-based awards (including RSUs); (3) full vesting in his
accrued benefits under the SERP plus the crediting of an additional thirty-six months of benefit service under the
SERP; (4) the payment of such health insurance premiums as may be necessary to, allow Mr. Bloss and
Mr. Bloss’ spouse and dependents to continue to receive health insurance coverage substantially similar to the
coverage they received prior to the date of termination for a-period of three years; (5) the payment of expenses
incurred in leasing an automobile (at least equal to Mr. Bloss’ leasing allowance prior to termination) for a peried
of three years; and (6) a gross-up payment so that the net amount of such payment (after taxes) is sufficient to
pay the excise tax, if any, dué under lhe Internal Revenue Code in respect of the payments to be made under
items (1) through (5) above. :

Change in Control Agreements with Other Named Executive Officers

Currently, our executive officers including our Named Executive Officers (other than our Chief Executive
Officer, who is entitled to severance in the circumstances described above) generally receive severance only
upon certain terminations of employment in connection with a change’in control, as described below. However,
in addition 1o severance under the change in control circumstances described below, our Chief Operating Officer
is entitled to severance equal to one time his annual base salary in the event he is terminated without cause by the
Company. This benefit was granted in connection with the hiring of our Chief Operating Officer and is not
currently otherwise available to other senior executives, We.believe that the occurrence, or potential occurrence,
of a change in control transaction will create uncertainty regarding the continued employment of our exccutive
officers including our Named Executive Officers. This uncertainty results from the fact that many change in
contro! transactions result in significant organizational changes, particularly at the senior executive level. In order
to encourage our executive officers to remain employed with the Company during an important time when their
prospects for continued employment following the transaction are often uncertain, we provide our executive
officers (other than the Chief Executive Officer) with severance benefits pursuant to.a change in coantrol
agreement if their employment is terminated by us without cause or by the executive for good reason within
twelve months following a change in control. We believe that such executive officers should receive their change
in control severance benefits if their employment is constructively terminated in connection with a change in
control. Given that none of our executive officers (other than the Chief Executive Officer) has an employment
agreement that provides for fixed positions or duties, or for a fixed base salary or actual or target annual bonus,
absent some form of constructive termination severance trigger, potential acquirors could constructively
terminate an executive officer’s employment and avoid paying sevérance. For example, following a change in
control, an acquiror could materiaily demote an executive officer, significantly reduce his salary and/or eliminate
his annual bonus opportunity to force the executive officer to terminate his own employment and thereby avoid
paying severance. Because we belleve that constructive terminations in connection with a change in control are
conceptually the same as actual termmatmns and because we believe that acquirors would otherwise have an
incentive to constructively terminate executive officers to avoid paying severance, the change in control
agreements we have entered into with our executive officers (other than the Chief Executive Officer) permit
executive officers to terminate their employment in connection with a change in control for certain “good
reasons” that we believe result, in those circumstances, in the constructive termination of the executive officers’
employment. In the event the employment of an executive officer (other than th'eChjef Executive Officer) is
terminated by the Company following ‘a change’in control, we believe that providing these executive officers
with cash severance benefits is consistent with our peer group companies and provides them with financial
security during a period of time when they are likely to be unemployed and seeking new employment.

The Company therefore has entered into change in control agreements with our executive officers including
our Chief Financial Officer, Chief Operating Officer, Group Vice President—Circor Energy Products and Group
Vice President—Thermal Fluid Controls. The agreements are substantially identical and provide for certain
benefits to be paid to such Executive officers in connection with a termination of employment with the Company
under the circumstances described below. ‘
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Severance Benefits—Termination of Employment in Connection with Change in Control

If within tlwel\;'e-n'lonths after a change in control, an executive officer’s employment (other than the Chief
Executive Ofﬂlce'r) is termin?ted by the Company without “Cause™ or such executive officer terminates his
employment folr' “Giood Reasoln” (as those terms are defined in the change in control agreements), such executive
officer will be entitled to severance pay that generally includes: (1) (a) for our Chief Financial Officer and Chief
Operating Officer an amount équal to two'times and (b) for our other executive officers including our Group
Vice Presidentl—Circor Energy Products-and Group Vice President—Thermal Fluid Controls an amount equal to
one times theisum of (i) such executive officer’s current base salary and -(ii) the highest annual incentive
compensation received' by such executive officer in any of the three immediately preceding fiscal years
(excluding anyI sign-on bonus,-retention bonus or any other special bonus); (2) the immediate acceleration of
vesting of all stock options and other stock-based awards (including RSUs); (3) (a) for our Chief Financial
Officer and Chief Operating Qfﬁcer full vesting in their accrued benefits under the SERP plus the crediting of an
additional' twenty-four months of bénefit service under the SERP and (b) -for our other executive officers
including our |Group Vice President—Circor Energy Products and Group Vice President—Thermal Fluid
Controls full vesting in their accrued benefits, if any, under the SERP; (4) (a) for our Chief Financial Officer and
Chief Operatiné Officer the éayment of such health insurance premiums as may be necessary to allow them and
their spouses and dependents to continue to receive health insurance coverage substantially similar to the
coverage they jreceived prior ;to‘the date of termination for a period of two years and (b) for our other executive
officers including our Group Vice President—Circor Energy Products and Group Vice President—Thermal Fluid
Controls the p.?yment‘of such health in_surance’ premiums as may be necessary to allow them and their spouses
and dependents to continue|to receive health insurance coverage substantially similar to 'the coverage they
received prior }to the date of‘ termination for a period of one year; and (5) for our Chief Financial Officer and
Chief Qperating -Officer the payment of expenses incurred in leasing an automobile (at least equal to the leasing
allowance rece:i'ved prior to tﬁan’nin’ation) for a period of two years. The aggregate amount payable to the Named
Executive Ofﬁcers under items (1) through (5) may, in certain instances, trigger the payment of excise taxes
under the Imelrnal Revenue Code. In the event that the applicable Named Executive Officer would receive a
greater cconomic benefit by receiving payments up to the maximum amount that would not require the payment
of excise 'Iaxe:s instead of 'tlhe full amounts due under items (1) through. (5) above, the change in control
agreements provide that the aggregate payments to the Named Executive Officer will be reduced- to the

maximum amount that would not require the payment of excise taxes. '

The following tables lilst the estimated -amounts that the Named Executive Officers would have become
entitled to (ur}der the Amenlcled and Restated Executive Employment Agreement for Mr. Bloss,-and under a
change in control agreement: for the other Named Executive Ofﬁcers) had their employment with the Company
terminated on December 31, 2006 under.circumstances described above: :

Involuntary "Voluntary o o

: N Termination Termination for - Termination Termination Termination after .

Payments and Benefits Without Cause ., Good Reason upon Death upon Disability Change-in-Control
David A. Bloss, Sr. o L o : o
Cash cheranée .......... $1,906,395(1) $l',906,395(l)' § . 0 5 0. " $3,758,694(2)
Pro Rata Bomfs .......... | $ 560,669(3) $ 560,669(3) $ 560,669(3) 3 0 $ 0
Stock Options‘ ........... | 3 803,920(4) ¥ 803,920(4) . $1,072,100(5y  $1,072,100(5) $1,072,100(5)
Restricted Stogk Units ..... $1,867,889(6) - $1,867,889(6) $ 0 $ -0 $2,385,014(7)
Health Care Benefits ... .. | $  7.6738) $ 7.673(8) $ - 7.673(8) $ 76738 § 23,0199
Pension Beneﬁts e ‘ $ 438,158(10) $ 438,158(10) 3 0 $ - - 0 $ 657.238(11)
Other Perquisites ... . .. I's 0 $ 0 § - 0 % .0. $ 46800012
Tax Gross-Up ....:....c:] $ 0 % - 0 $ - 0. $ 0 - $1,846,094(13)
Total ....:. } S Do $5.584,704 . $5,584,704 $1,640,442 .. $1,079,773 $9,788.,939

(1). This amount reflects a payment to Mr. Bloss that wduld bE equal to two times the sum of (A) his averagé base
. salary for the three immediately preceding years and (B) his.average incentive compensation for the three,

immecliafely preceding years. This payment is payable in twice-monthly installments over twenty-four months.
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(2) This amount reflects a payment to Mr. Bloss that would be equal to three timies ‘the -sum of (A) his' current
base salary- and (B) his highest annual incentive compensation in any of-the three immediately precedmg
years. This payment is payable in a lump sum within thirty days following the date of termination.

(3). This amount reflects a payment to Mr, Bloss that, would be equal to.his accrued but-unpaid mcenttve

... . ~compensation as of the date of termination." . : | N TR TP T

(4) - This amount reflects an incremental value to which Mr. Bloss would be entitled due to the contmued vestmg
of unvested stock options for twenty-four months foillowing the date of termination., . - . .- -+ .-

(5} This amount reflects an incremental value to which Mr. Bloss’ estate (or Mr Bloss -in the case of

- termination due .to disability or change in control) would be entitled due to the immediate vesting .of. all
_-unvested stock options using the closing stock price of $36.79 on December 29, 2006 (the last trading day of
the fiscal year ended December 31, 2006). . . ‘ ot

(6) This amount reflects an incremental value to which Mr. Bloss would be entttled due to the continued vestmg

- ., of unvested RSU awards and.RSUs held under the MSPP for twenty -four months following the date of
termination. . o - . 3 A T

(7). This amount reflects an incremental value to which Mr. Bloss wou]d be enttt]ed due;to the 1mmed1ate
vesting of all unvested RSUs using the closing stock price of $36.79 on December 29, 2006 (the last trading

. day of the fiscal year ended December 31, 2006). . v - T T

(8) This amount reflects a payment to Mr. Bloss that would be equa] to the cost of the health insurance
premiums necessary to allow Mr. Bloss and his spouse to continue-to receive health insurance coverage
substantially similar to the coverage-they received prior to the date of termination for a period of one. year
from the date of termination. . : . ey

(9) This amount reflects a payment to Mr.. Bloss that would be equal to.the cost of the health insurance
premiums necessary to allow Mr. Bloss and his spouse to continue to receive health insurance,coverage

. substantially similar to the coverage they received prior to the date of termination for a period of three, years

from the date of termination.. . - ‘ SRR A

(10) This amount reflects the incremental’ value to Wthh Mr ‘Bloss would be entitled due to the crediting of .an
. additional twenty-four months of service under the SERP. P e e

(11) This amount reflects the incremental value to which Mr. Bloss would be entttled due to the credltmg of an
additional thirty-six months of service under the SERP. L ST S

(12) This amount reflects a payment to Mr. Bloss that would be equal to the cost of Mr. Bloss’ current .monthly
car allowance for a period of three years from the date of termination.

(13) This amount reflects a tax gross-up payment to which Mr. Bloss would be entitled in connection with his

termination and the payment of the above amounts. ' i Tt b,
' ' ' Termination after o ) ’ Termination after °
Payments and Benefits " Change-in-Control Payments and Benefits Change-in-Contrel .~ "
Kenneth W, Smith A. William Higgins (1) )
Cash Severance. ...\, ....... ¢ $1,064,810(2) Cash Severance . ;';' ...... $1 064 626(2)

“ Stock Options 1. v 0.0 < % 339,151(3) Stock Options . : =~ ::..... % 264 434(3)
Restricted Stock Units . ...... $ 581,337(4) Restricted Stock Units . . .. ‘$ -804,745(4) * -
Health Care Benefits . ....... ' $ 21,0425) Health Care Benefits .. ... - 21,042(5)
Pension Benefits . . .......... " $ 121,835(6) Pension'Benefits ......... : $ 80,376(6)

" Other Perquisites ......... L. $°24,000(7) Other Perquisites ... .. : $ 24,000(7)
Tax Cutback ............... 3 0 Tax Cutback " ........... " $ (368,497)(8)
Total ..............cou .. Coo $2,152, 175 Total e $1 890; 726 B

(1) As discussed above in addition to the benefits listed in this table in the event he is terminated w1th0ut cause
by the Company, Mr. Higgins is entitled to a severance payment equal to his annual base salary ($280,000
~for the fiscal year ended December 31, 2006). This benefit was granted in connection with the Mr. H1gg1ns
hiring and is not currently otherwise available to other senior executives. -
(2) These amounts reflect payments to Messts. Smith and Higgins that would be equal to two times the’ sum of
(A) their respective current base salary and (B) their respective highest annual incentive compensation in
any of the three immediately preceding years. This payment is payable in a lump sum following termination.

28




(3)

(4)
®)
(6)

(7
&)

(1)
@
3)

4

These amounts reflect the incremental value to which Messrs. Smith and Higgins would be entitled due to

- the immediate vesting of jall unvested stock options using the closing stock price of $36.79 on December 29,
- 2006 (the last trading day of the fiscal year ended December 31, 2006).

These amcf)ums reflect th:e incremental value to which Messrs. Smith and Higgins would be entitled due to
the immeqiate vesting otT all unvested RSUs using the closing stock price of $36.79 on December 29, 2006
(the last trading day of the fiscal year ended December 31, 2006). ) ‘
These amounts reflect pz‘tyments to Messrs. Smith and Higgins that would be equal to the cost of the health
insurance | premiums necessary to allow Messrs. Smith and Higgins and their respective spouses and
dependentf to continue |to receive health insurance coverage substantially similar to the coverage they
received pp'or to the date of termination for a period of two years from the date of termination.

These amounts reflect the incremental value to which Messrs. Smith and Higgins would be entitled due to
the creditihg of an additional twenty-four months of service under the SERP.

These amloums reflect ﬂayments to Messrs. Smith and Higgins' that would be equal to the cost of their
respective‘ current month‘ly car‘allowance for a period of two years from the date of termination.

This amount'reflects a cutback of the payments to which Mr. Higgins would be subject to in connection with
his termination and the playment of the abave amounts in order to avoid the triggering of excise taxes.

‘ Termination after Termination after

Payments and Benefits Change-in-Control Paymenis and Benefits Change-in-Control
Paul M. .(;Ioppinger ‘ I Co | John W. Cope
Cash Sev;crance I “ $' 400,260(1) Cash Severance .......... $260,917(1)
Stock Options . ...... I .. $ 154,808(2) StockOptions ........... $ 63,840(2)
Restricleq Stock Units Lo $ 589,108(3) Restricted Stock Units .. .. $264,645(3)
Health Cdre Benefits . Lo $  7,882(4) Health Care Benefits ..... $ 7.882(4).
Taz Cotback ..o .....0...... .8 .0  TaxCutback~........... $ 0 :
Total .. b oeeoeneiidii CS1,152,058  Total .o.oiiiiiiiiinn. $597,284

These arﬂounis refleé_t Raymentg to Messrs. Cgpﬁigger and Cope that would be equal to)the'sum of (A) their
respectivc‘: current base ‘salary and (B) their respective highest annual incentive compensation in any of the
three immediately preceding years. This payment is payable in a lump sum following termination.

These amounts reflect the incremental value to which Messrs. Coppinger and Cope would be entitled due to
the immediate vesting of all unvested stock options using the closing stock price of $36.79 on December 29,
2006 (the last trading day of the fiscal year ended December 31, 2006).

These alrllounts reflect qle incremental value to which Messrs. Coppinger and Cope would be entitled due to
the imquiate vesting of all unvested RSUs using the closing stock price of $36.79 on December 29, 2006
(the last tlrading day of the fiscal year ended December 31, 2000).

These an}ounts reflect playments to Messrs. Coppinger and Cope that would be equal to the cost of the health
insurance premiums necessary to allow Messrs. Coppinger and Cope and their respective spouses and
depender'ns-lto continue to receive health insurance coverage substantially similar to the coverage they

recéived prior to the date of termination for a périod of one'year from the date of termination.
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' DIRECTOR COMPENSATION =~ = 7 .. v

The Company uses a combination of cash and stock-based- incentive compen'sation to attract and retain
qualified candidates' to serve on the Board Further, each director:is reimbursed for reasonable travel and other
expenses incurred in atténding meetings. In setting-director compensanon the Company considers the significant
amount of time that Directors expend in fulﬁllmg their duties to the Company as well as the skill-level réquired
by the Company of members of the Board.! Dlrectors are subject to the ‘Stock Ownership Guidelines” described
above. . . S R : o S ST

Currently, our non—employee directors receive cash compensation as-follows:
. vy .. . e e e, L I T

Annual Retamer R . i , _$33,500, )

Chairman Fee (AudltCOmmltlee) ce e L it 56,000
Chairman Fee (Nommatmg and Corporate Governance and Compensauon R L
‘Committees) .......... T U R RS e e e o5 4000 .
Lead Director .. ......... i e el R $.4,000,
Committee Meeting Attendance (all Commmees) ......................... $ 1,000
Telephomc Commlttee Meetmgs {all Commlttees) e $ 750

- dson

Ve PR - - o

Directors also are ellglble to receive an annual equity incentive grant under our Amended and Restated 1999
Stock Option and Incentive Plan. Currently, the targeted value of such grant is $36,000. As a result, with respect
1o the most recent grants which were made on February 26, 2007, each non-employee director received a grant of
1,000 RSUs which are convertible into shares of Common-Stock on a one-for-one basis and which vest in-equal
one-third poftions over a three-year period. The number of 'RSUs was determined by dividirig- $36,000 by the
closing price of our Common Stock on the trading day immediately preceding the award date. At his election,
each Director, under the MSPP, may elect to defer all or part of such Director’s annual cash retainer for the
purchase of RSUs at a 33% discount from the closmg price of our Common Stock on the date of the fee
payments Those d1rectors who are our, employees do not receive compensahon for thelr servxces as dlrectors

The table below summarizes theb compensauon pald by the Company to non employee Dlrectors for the
fiscal year ended December 31;2006: ° o Lo T

A D 7 T PRI o . '.A_ll-

. : , . K
! i 4, | v A e

- 2006 Dlrector Compensation -~
- ' ;f. N TS oL e
Change
in Pension
Cy R o M- . oo e, Value and-
R Nonquahf ed
Non-Equity ' Deferred
Fees Earned or - Stock  Option . Incentive Plan ,Compensation ., Al Other '
. Paid in Cash  Awards. Awards Compensatmn . Earnings ,Compensatmn Total

o . A e e

' P T .

Name - ' 7 % O Q2 3 &' $) : $) 4 ($)

{a) (b) (c} (d) (e) () ® (h)
Jerome D. Brady ... ........ 45,5_00 31,722 15,288 — — 75 92,585
Thomas E. Callahan . . ... ... 52,000 31,722 9,967 — — 1,331 95,020
Dewain K. Cross .......... 50,250 31,722 9,967 — — 4,579 96,518
DavidF. Dietz ............ 43,500 31,722 9,967 — — 1,331 86,520
Douglas M. Hayes ......... 49,500 31,722 9,967 — — 1,331 92,520
Thomas E. Naugle ......... 44,250 31,722 9967 — —_ 299 86,238

(1) The amounts shown in this column reflect the fees earned in 2006 for Board and committee service and
annual retainer fees of $33.500. Qur Directors are also eligible to participate in our MSPP, a-component

" plan of our Amended and Restated 1999 Stock Option and Incentive Plan, pursuant to which Directors may
make an advance election to receive RSUs in lieu of all or part of such Director’s fees. Such RSUs are
issued on the basis of a 33% discount to the closing price of the Company’s stock on the day the fees are
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paid or otherwise would |be paid and generally vest ratably over a three-year period, at which time they are
converted|rnto shares of our Common Stock unless-the Director previously has elected a longer deferral
period. Based on CIE:CIIOIIIS made prior to [December 31 2005], for the fiscat year ended December 31, 2006
[all of our Directors; ele‘cted to, defer all of their fees shown above into RSUs]. RSUs were issued as of
. February. 26.,200? by dmdmg the Dtrector $ elect1on amount by $24.27 (the “2006 RSU Cost™), which was
. 67% of $36. 23 the closmg price of our. Common Stock on February 23, 2007, the tradmg day |mmed1a|ely
preceding’| the award date The dollar amounts recogmzed for, ﬁnanc1a1 statement reporting, purposes in
accordance with SFAS ‘123R in connection with the issuance of such RSUs will be included in column
_ (c)»~“Stock Awards” of the Director Compensation Table in future years as such amounts are recognized.
(2) The amou1nts shown in thls column reflect the dollar amoums recogmzed for ﬁnanc1a1 statement reporting
purposes for the ﬁscal year ended December 31, 2006 in accordance with SFAS 123R of RSU awards under
the Company 8 Amendeld and Restated 1999,Stock Option and Incentive Plan and RSUs purchased under
the MSPP and thus include amounts atiributable to RSUs granted in and prior to 2006. For a discussion of
the assumptions related to the calculation of the amounts in this column, please refer to Note 11 (Share-
. Based Compensatron) to the Company’s audited consolidated financial statements for the, year ended
Dec ember, 31, 2006 mcluded inour Annual Report on Form 10-K filed with the SEC.on February 22, 2007
(3) ,The amoulnts shown in this column reflect the dollar, amounts recognized for financral stateient reporting
_purposes; for’ the year enlded December 31 2006 in accordance with SFAS 123R i in, connecnon with stock
" options granted under the Company’s Amended, and Restated 1999 Stock Option and Incentlve Plan. l'he
Company ceased grantm’g stock options to employees and directors in 2005, and thus the amounts shown in
this column are attrlbutable to stock options;granted prior to 2006, For a discussion of the assumptions
related to the calculauon of - the;amounts in this column, please refer to. Note 11 (Share-Based
Compensatron) to the} Company’s audlted consohdated financial statements for  the year ended
' December 31, 2006 mcluded in our. Annual Report on Form 10- K filed with the SEC on February 22, 2007.
Mr. Brady recelved a grant of ., 10, 000 opnons when he _]omed the board in Aprll 2003 while alI other
Directors thave longer servrce which _accounts for the differences. The following Directors have option
awards ortstandmg at the end “of ﬁscal year 2006 Mr. ‘Brady (13, 000) Mr. Callahan (11, 666) Mr Cross
(8, ()00) Mr. Dietz (22, 000) Mr Hayes (16 000) and Mr Naugle(]6 000) i R T

(4) The amodnts shown in this column reflect dividend equivalents paid on RSUs. -, . . A

R R COMMITTEE REPORTS oM Lol oo
- e to - A ' L . .,
- 3 +* * Report of the Compensatlon Commlttee of the Board of Directors
1 ...+ - on Executive Compensation . '

_ The Compensauon Commlttee has revnewed and drscussed the Compensatlon DlSCllSSlon and Analysrs for
the year ended December, 31[ 2006, with management Based oon such review and dtscussmns the Compensatron
Committee reclommended w lhe Board that the Compensatlon DlSCUSSlOD and Analysm be mcluded in this Proxy
Statement and the Company 5 Annua] Report on Form 10-K. for 2006. .

i 4 S . NEEEEE

Submitted by the Compensation Commtttee of the Board of Directors

* v Jerome D. Brady
Douglas M. Haves
Thomias E: Naugle
R :

Report of the Audit Coimmittee of the Board of Directors

The Audit Committee has furnished the following report on Audit Committee matters:

The Audrt Commmee acts pursuant to a written charter which initially was adopted by the Board of
Directors of the Company on May 24, 2000. During Fiscal 2003 and again during Fiscal 2004, minor revisions
were made to the Audit Committee Charter to ensure compliance with revised NYSE and SEC requirements and
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to more clearly delineate the delegation of certain board functions as between the Audit Committee and the
Nominating and Corporate Governance Committee. Pursuant to this Charter, the Audit Committee is primarily
responsible for overseeing and monitoring the accounting, financial reporting and internal controls practices of
the Company and its subsidiaries. Its primary objective is to promote and preserve the integrity of the Company's
financial statements and thé independence and performance of the Company’s independent auditors. The Audit
Committee also oversees the performance of the Company’s internal audit functlon and the Company’s
compliance with legal and regulatory requirements. '

It is important to note, however, that the role of the Audit Committee is one of oversight, and the Audit
Comnmittee reliés, without independent verification, on the information provided to it and the representations
made by management, the internal auditors and the mdepcndent auditors. Management retains direct
responsibility for the financial rcpomng process, system of internal controls and system of disclosure controls
and procedures.

In furtherance of its role, the Audit Committee has an annual agenda which includes periodic reviews of the
Company’s internal controls and of areas of potential exposure for the Company such as environmental and
litigation matters. The Audit Commiitée meets at least quarterly and reviews the Company’s interim financial
results and earnings releases prior to their publication. The Audit Committee also reviews the Company’s
pericdic reports on Forms 10-Q and 10-K prior to their filing.

The Audit Committee’s policy is to pre-approve all audit and non-audit services provided by the
independent auditors. These services may include audit services, audit-related services, tax services and other
services. Pre-approval generally is provided for up to one year and any pre-approval is detailed as to the
particular service or category of services and generally is subject to a specific budget. The Audit Committee has
delegated pre-approval authority to its Chairperson when expediting of services is necessary. The independent
auditors and management report annually to the Audit Committee regarding the extent of services provided by
the independent auditors in accordance with this pre-approval, and the fees for the services performed. All of the
audit, audit-related, tax and other services provided by KPMG LLP in Fiscal 2006 and related fees were
approved in accordance with the’ Audit Committee’s policy.

The Audit Committee has reviewed and discussed the audited financial statements of the Company for the
fiscal vear ended December 31, 2006 with management and it has discussed with KPMG LLP, the Company's
independent auditors for the fiscal year ended December 31, 2006, the matters required to be discussed by
Statement on Auditing Standards No. 61 {(Communication with Audit Committees) relating to the conduct of the
audit. The Audit Committee also has received written disclosures and a letter from KPMG LLP regarding its
independence from the Company as required by Independence Standards Board Standard No. 1 (Independence
Discussions with’ Audit Committees) and has discussed with KPMG LLP the independence of that firm. Based
upon these materials and discussions, the Audit Committee has recommended to the Board of Directors that the
audited financial statements be included in the Company’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2006.

Submitted by the Audit Committee of the Board of Directors
Dewain K. Cross

Douglas M. Hayes
Thomas E. Naugle
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: .SECURIFY OWNERSHIP OF CERTAIN BENEF IC_IAL OWNERS AND MANAG_EMENT 7
‘ a

The following table sets forth certain information regardtng beneﬁc1al ownerslnp of Common Stock,as of
February 28, 2007; by: . :

CTe il 'p'er‘Sons known by|us to own beneficially 5% or more of our Comrhon Stock;
T st PREE o . ' N - .- T ,

«- - each of‘ our directors;| .

" "“"ou'r (Ijhief‘EXecut_itfé Officer and the other named executive officers; and S
i

. all directors andexecutive officers as a group.
- S ‘ )
The number of shares beneficially owned by each stockholder is determined under rules issued by the

\
Securities and’ Exchangc Commission and includes voting or investment power with respect to securities. Under

these rules, beneﬁcnal ownershlp includés any shares as to which the individual or entity has sole or shared

|

votmg power or |investment power and includes any shares as to-which the individual or entity has the right to
acquire beneﬁc1al ownership w"lthm sixty (60) days after February 28, 2007 through the exercise of any warrant,
stock option or other right. The inclusion in this Proxy Statement of such shares, however, does not constitute an

admission that the named stocl‘cholder is a direct or indirect beneficial owner of such’ sharcs As of February 28,
2007 a total of 16 211 376 shares of Common Stock were outstandmg :

.

"Unless othlerwrse 1nd1cated below, to our knowledge, all persons listed below have sole voting and
investment power with respect to therr shares of Common Stock except to the extent authorlty is shared by

spouses under apphcabie law. ' :

Shares of éomnon

B de - ‘ . . Cy .. . Stock Beneficially Owned

Name of Beneficial Owner (1) . ) o e . . Number (2) Perceni (2)
Gabelli Entitiés (3) . .. . . .. S R U L .. 2357576 14.5%
Keeley Asset M‘anagement 18/0) 3 C: ) I U evi...n. 1,557.688 9.6
Dimensional Fund Advisors INC. (5) ¢ vveenneeneeneenn e e 1360973 8.4
Franklin Resources, Inc. (6) .[....... T, SO S S . 948100 . - 5.8
David A. Bloss, S N DRV S i Ve e ¢ 279,137 1.7
Kenneth W. Smith (8) ......[o.oooiiiiiii 130,822 - *
David F.-Dietz (9 .........|[.... TP e e v teee e - 42632 *
Douglas M. Hayes (10) .....|... U WD SR b 22229 *
Thomas E.Naugle (11) .....[...:...... AT P e 19,990 *
DewamKCross(l2)....‘.Q..........'....J.'..:..‘ ................. 18,420 *
‘Paul M. Copp1nger(13) RPN SN e e e e e Ve - 17,125 - ®
Jerome D. Brady 4y .....|..... P e e I SN e eas 15,159 *
Al WllhamHig‘gins(IS) A e A o 14017 *
John W. Cope (16) ................ e e e e e 3,282 *
All executive ofﬁcers and directors as a group (sixteen persons) a7z ..., ... 588,830 3.5%

R

% Less than 1%
(1), The addrelss of each stockho]der in the table is c/o CIRCOR lntematlonal Inc., 25 Corporate Drive,
o Burlmgton, Massachusetts 01803, except' that the Gabelli Entities’ address is One Corporate Center, Rye,
NY, 10580 Franklin Resources address is One Franklin Parkway, San Mateo, CA 94403; Morgan Stanley’s
addtess is 1585 Broadway, New York, NY 10036; Dimensional Fund Advisors Inc.’s address is 1299 Ocean
. Avenue, 11th Floor, Santa Monica, CA 90401; and Keeley Asset Management’s address is 401 South Lasalle
Street, Sutte 1201, Chreago IL 60605. )
(2) The number of shares of Common Stock outstandmg used in caleulatmg the percentage for each listed

!
person and the directors and executive officers as a group includes the number of shares of Common Stock
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underlying options, warrants and convertible securities held by such person or group that are exercisable or
convertible within 60 days from February 28, 2006, the date of the above table, but excludes shares of
Common Stock underlying options, warrants or convertible securities held by any other person,

(3) The information is based on an amended Schedule 13D filed with the Securities and Exchange Commission
on November 13, 2006 on behalf of Mario J. Gabelli and. various entities which Mr. Gabelli directly or
indirectly controls or for which he acts as chief investment officer including, but not limited to, Gabelli
Funds LLC, GAMCO Investors, Inc. and Gabelli Securities, Inc. (the “Gabelli Entities”). According to the
Schedule 13D, the Gabelli entities engage in various aspects of the securities business, primarily as
investment advisor to various institutional and individual clients, including registered investment companies
and pension plans, as broker/dealer and as general partner of various private investment partnerships.
Certain Gabelli entities may also make investments for their own accounts. As of November 13, 2006,
Gabelli Funds LLC, GAMCO Investors, Inc., and Gabelli Securities, Inc. held 737,000, 1,618,576 and 2,000
shares, respectively. Subject to certain limitations, each of the foregoing has all investment and/or voting
power in the shares except that GAMCO Investors.does not have the authority to vote 50,800 of the shares.

{4y The information is based on a Schedule 13G filed with the Securities and Exchange Commission on
February 13, 2007. According to the filing, Keeley Asset Management Corp. is an investment advisor and
has sole dispositive power over all 1,557,688 of these shares and sole voting power with respect to
1,499,773 of these shares. . . ,

(5) The information is based on an amended Schedule 13G ﬁled w1th the Securities and Exchange Commlssmn
on February 9, 2007. According to the filing, Dimensional Fund Advisors Inc. (“Dimensional”) is an
investment advisor that furnishes investment advice to four investment companies registered under the
Investment Company Act of 1940 and serves as investment manager to certain other commmgled group
trusts and separate accounts (collectively, the “Funds”). In such capacity, Dimensional has sole voting and
dispositive power over all 1,360,973 shares but disclaims beneficial ownership of such shares as all such
shares are owned by the Funds.

(6) The information is based on an amended Schedule 13G filed with the SEC on February 5, 2007 on behalf of
Franklin Resources, Inc. (a parent holding company), Charles B. Johnson and Rupert H."Johnson, Jr. as
principal shareholders of Franklin Resources, Inc., and Franklin Advisory Services, LLC as Reporting
Persons. According to this filing, the 948,100 shares reported on are beneficially owned by one or more
open or closed-end investment companies or other managed accounts which are advised by Franklin
Advisory Services, LLC, an investment advisory subsidiary of Franklin Resources, Inc. Franklin Advisory
Services, LLC holds sole dispositive power with respect to all 948,100 of these shares and sole votmg power
with respect to 941,100 of these shares. . ‘

(7) Includes 210,500 shares of Common Stock issuable upon the exercise of currently exermsablc optlons and
7,761 shares issuable within 60 days on account of RSUs that will have vested. .

(8) Includes 121,580 shares of Common Stock issuable upen the exercise of currently exercisable: opuons and
3 851 shares issuable within 60 days on account of RSUs that will have vested. o

(9) Includes 21,500 shares of Common Stock issuable upon the exercise of currently exercisable oplmns and
432 shares issuable within 60 days on account of RSUs that will have vested.

(10) Includes 15,500 shares of Common Stock issuable upon the exercise of currently exercisable optlons and
432 shares issuable within 60 days on account of RSUs that will have vested. ) o

(11) Includes 15,500 shares of Common Stock .issuable upon the exercise of currently exercnsable optlons and
432 shares issuable within 60 days on account of RSUs that will have vested.

(12) Includes 7,500 shares of Common Stock 1ssuable upon the exercise of currently exercisable 0pt10ﬂS and 432
shares issuable within 60 days on account of RSUs that will have vested. Of the shares that Mr, Cross holds
outright, 3,761 of these shares ate held in a margm account with a brokerage firm the terms of which require
that all shares held in such account serve as collateral for any margin loans made w1th respect to such
account,

(13) Includes 10,580 shares of Common Stock issuable upen the exercisée of currently exercisable options, 280
shares of Common Stock issuable upon the exercise of options that vest within 60 days and 1 946 shares
issuable within 60 days on account of RSUs that will have vesled :
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(14} Includes 1‘2,500 shares of Common Stock issuable upon the exercise of currently exercisable options and
432 shares‘? issuable within 60 days on account of RSUs that will have vested.

(15) Includes 11,120 shares of Common Stock issuable upon the exercise of currently exercisable options and
2,997 shalzes_issuable wiﬁhin 60 days on account of RSUs that will have vested. ' ' Co

(16) Includes 1,520 shares of Common Stock issuable upon the'egcercisé of cu.rr.éntly exercisable opt'ions and
1,762 shares issuable within 60 days on account of RSUs that will have vested. '

(17) Includes 445,620 shares‘ issuable upon exercise of currently exercisable options, 280 shares with res;iect to
options exercisable within 60 days, and 24,965 shares with respect 'to RSU conversions which are due
within 60 1days. ' :

|
' .. . EQUITY COMPENSATION PLAN INFORMATION

*

Number of securities remaining
available for future issuance
Number of securities to be issued Weighted average exercise price under equity compensation plans

. upon exercise of outstanding | of outstanding options, . (excluding securities
Plan category options, warrants and rights warrants and rights refiected in column (a}
' ' @ ‘ (b) ' G '

Equity comper‘nsation ' ] N o _ ‘ ; B i

plans approved by B ' ’ ‘ .

security holders .. ... 1,038,394(1) ©O$i8e3 1,123,069
Equity ‘cpmpeqsa'tion ' ' ‘ T '

plans not approved by . ‘ . . _

security holders . . ... N/A . o NAT ' N/A
Total e ‘. . Ceeeee 1,038.394(1) ; ‘ i $1_8.63, " : 1,123,069

- Restated il 999 Stock Oﬂtion and Incentive Plan. : I Lo

' PR ' '

(lj Represents 697,486 stock options, and 340,908 restricted stock units under the Company’s Amended and

y

., PROPOSAL2 .
RATIFICATION OF AUDITORS

The Audit Committee of the Board of Directors has appointed. the firm of .Grant. Thornton -LLP as the
Company’s intlependent auditors for Fiscal 2007. Grant Thornton LLP, which has no direct or indirect interest in
the Company :or any affiliate of the Company, was recently appointed by the Audit Committee to succeed KPMG
LLP which had audited the Company’s books and records from its inception in 1999 through completion of the
audit for Fiscall 2006. Althou:gh action by the stockholders in this matter is not required, the Board believes that it
is appropriate to seek stockholder ratification of this appointment in light of the critical role played by
independent auditors in mai‘ntaining the integrity of the Company’s financial controls and reporting. The Board
of Directors tk‘lereforc recom:mends to the stockholders that they ratify the appointment of Grant Thornton LLP as
independent auditors of the Company for Fiscal 2007. Should the stockholders not ratify the selection of*Grant
Thornton LLP, the-Audit Committee will consider the vote and the reasons therefore in future decisions on the

. | . .
selection of independent auditors.

' B i

Auditor Prespn;:e at Annual Meeting / Selection of Auditor for Fislcél _2007 ' N . ‘

A represgntative of Grant Thornton LLP (olr irdependent auditor for the current year) is expected to be
present at the’\Afmual Meetiﬁg and will be given the opportunity to make a statement, if he or she so desires, and
to respond to appropriate questions. We do not currently expect that a representative of KPMG LLP (our
independent a‘uditor for the most recently completed fiscal year) will be present at the Annual Meeting.
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Changes in CertlfylngAccountant e N

On February 26, 2007 the Audlt Comrmttee selected Grant Thomton LLP to serve as.the Company s
1ndependent reglstered public. accountmg ﬁrm for the fiscal year endmg December 31, 2007 ~and. dismissed
KPMG LLP as its independent reglstered publlc accounnng firm effectlve as of such date. Prior o its dismissal,
KPMG LLP completed its audit of the Company s financial statements for the year ended December 31, 2006.
The decision to engage Grant Thomton LLP as the Company’s mdependent reglstered public accountmg firm
was the result ofa compeutwe selectlon process mvolvmg several ﬁrms

[

Regarding the Former Independent Auditor

KPMG LLP’s reports on the Company’s financial statements for the fiscal years ended December 31, 2006
and December 31, 2005 did not contain an-adverse opinion or disClaifer of opinion, and were not qualiﬁed or
modified as to uncertainty, audit scope, or accounting principles, except as follows: KPMG LLP’s report on the
consolidated financial statements of Circor International. Inc. as of and for the years ended December 31, 2006
and 2005, ‘contained. separate paragraph stating that, “As.discussed in note 2 to the consolidated financial
statements, the' Company adopted* Statement ‘of Financial Aceountlng Standards No. 123(R), “Share—Based
Payment” on January 1,-2006: As dlSCUSSCd in note 13 to the consolidated financial statements, during the fourth
quarter of 2006, the Company adopted Statement of Financial Accounting Standards No. 158, “Employers
Accounting for Defined Benefit Pension and Other Postretirement Plans”. KPMG LLP’s reports on
management’s assessment of effectiveness of internal control over ﬁnanmal reporting and the effectlveness of
internal control over financial reporting as of December 31, 2006 did not contain any adverse opinion or
disclaimer of opinion, nor were they qualified or modified as to uncertainty, audit scope, or accountmg pnnc1ples
except as follows: “CIRCOR International, Inc. acquired Hale Hamilton Valves Limited (“Hale Hamilton™) and
Sagebrush Pipeline Equipment Co. (“Sagebrush”) during 2006, and management excluded from its assessmént of
the effectiveness of the Company’s internal control over financial reporting as of December 31; 2006, Hale
Hamilton’s and" Sagebrush’s. internal control over, financial reporting associated with aggregate total assets of
$104,737,876 and aggregate total revenues of $75,888,877 included in the consolidated financial statements of
CIRCOR International, Inc. as of and for the year ended December 31, 2006. KPMG’s audit of internal control
over financial reporting of CIRCOR International, Inc. also excluded an evaluation of the internal control over
financial reporting of Hale Hamilton and Sagebmsh " During the fiscal years ended December 31, 2006 and
December 31, 2005, and through February, 26, 2007, there were no disagreements with KPMG LLP on any
matter of accounting principles or practlces financial statefnent dlsclosure or auditing scope or procedure, which
disagreements if not resolved to the satisfaction of KPMG LLP would have caused KPMG LLP to make
reference thereto in its reports-on the Company’s financial ‘'statements for such periods. During the fiscal years
ended December 31, 2006 and 2005;land’ through ‘February 26, 2007; there were no “reportable events” with
respect to the Company'as sich:tetm is defined in'Itern 304(a)(1)(v) of Regulation S-K. On February 26, 2007,
the Company Tequested thai KPMG' LIP-furnish it with a letter addressed to the SEC statihg whether or not it
agrees with the above' statements as of February 26, 2007. A copy of such letter, dated February 27, 2007, was
filed asan exhtblt toa Form 8-K filed by the Company on March 2, 2007

P . 4 St I L [EITTY [ P . ¥
RN . ' o

Regardmg the. Newly-Engaged Independent Audttor N .

“During the Company’s two most'recent fiscal years ended December 31, 2005, December 31, 2006; and
through February 26, 2007, the Company did not consult with Grant Thornton LLP regarding either (1).the
application of accounting principles to a specified transaction, either completed or proposed; or the type of audit
opinion that might be rendered on the Company’s financial statements, and neither a written report was provided
to the Company or oral advice was provided”that ‘Grant Thorfton LLP concluded was an important factor
considered by the Company. in reaching a dectsion as to the accounting, auditing or financial reporting issue; or
(2) any matter that. was elther the subject of a dlsagreernent or reportable event as defined in Item 304(a)(1)(1v)

and (v) of SEC Regulatlon S- K o

» i . P . . B

PR . . P S B P . T PP . o
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Fees Paid to Alflditors, Independence
Audit Fees [ . -

Fiscal 2006

| . .

The Complany has paid or accrued an aggregate of $2,082,458.for professional services rendered by KPMG
LLP for the auldit of the Company’s annual financial statements for Fiscal 2006, for review of the financial
statements incllilded in the Company’s quarterly reports of Form 10-Q for that year, and for conduct of the
independent auditor’s obligations relative to attestation of internal controls under Section 404 of the Sarbanes-

Oxley Act of 2002.

Fiscal 2005

The Comp!any paid an aggregate of $2,785,750 for professional services rendered by KPMG LLP for the
audit of the Company’s annbal financial statements for Fiscal 2005, for review of the financial statements
included in the| Company’s q'uarterly reports of Form -10-Q for that year, and for conduct of the independent
auditor’s obligaltions relative to attestation of internal controls under Section 404 of the Sarbanes-Oxley Act of
2002. | '

L
“Audit Relateal’ Fees
Fiscal 2006 :

The Comp‘_anj/' has paid or accrued an aggregate of $33,163 for audit related services performed by KPMG
LLP during Fiscal 2006. Such audit related services consisted of audits of the Company’s pénsion and 401(k)
plans. i : ‘

l _
Fiscal 2005

The Comp‘:any paid an aggregate of $262,848 for audit related services performed by KPMG LLP during
Fiscal 2005. Such audit re]ate:d services consisied of audits of the Company’s pension and 401(k) plans and the
performance of due diligence in connection with mergers and acquisitions activity.

|

Tax Eees ]J
Fiscal 2006

[}

The Company has paid or accrued an aggregate of $159,670 to KPMG LLP for tax services performed

during Fiscal 2006. Such tax services included advice related to state, local and international tax compliance and
the review and signing of tax returns,

|
 Fiscal 2003

The Comp‘lan'y paid an aggregate of $158,455 to KPMG LLP for tax services performed during Fiscal 2005.
Such tax services included advice related to state, local and international tax compliance and the review and
signing of tax retums.

4
All Other Fef%s

e
Fiscal 2006 and Fiscal 2005

The Complmy did not englgagc KPMG to perform any other services during Fiscal 2006 or Fiscal 2005.
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Independence : o . .,

The Audit Committee has considered whether the provision of non-audit services by KPMG LLP is
compatible with maintaining KPMG LLP’s independence and has determined that these services had no adverse
effect on such independence.

.

Vote Required for Approval o . : B '

A quorum 'bcing present, - the affirmative vote of a majority of the votes cast is necessary to ratify the
selection of Grant Thornton LLP as the independent auditors of the Company for Fiscal 2007.

THE BOARD OF DIRECTORS OF THE COMPANY RECOMMENDS A VOTE FOR THE
RATIFICATION OF THE SELECTION OF GRANT THORNTON LLP AS THE INDEPENDENT
AUDITORS OF THE COMPANY FOR FISCAL 2007.

. : ) .. - MARKET VALUE

On December 29, 2006 (the last trariing day of the fiscal year ended December 31, 2006), the closing price
of a share of the Company’s Common Stock on the New York Stock Exchange was $36.79.

EXPENSES OF SOLICITATION

The Company will pay the entire expense of soliciting proxies for the Annual Meeting. In -addition to
solicitations by mail, certain directors, officers and regular employees of the Company (who will receive no
compensation for their services other than their regular compensation) may solicit proxies by telephone, telegram
or personal interview. Banks, brokerage houses, custodians, nominees and other fiduciaries have been requested
to forward proxy materials to the beneficial owners of shares held of record by them and such custodians will be
reimbursed for their expenses.

* SUBMISSION OF STOCKHOLDER PROPOSALS FOR
ANNUAL MEETING IN 2008

Stockholder proposals intended to be presented at the annual meeting of stockholders to be heid in 2008
must be received by the Company on or before November 29, 2007 in order to be considered for inclusion in the
Company’s proxy statement and form of proxy for that meeting. These proposals must also comply with the rules
of the SEC governing the form and content of proposals in order to be included in the Company’s proxy
statement and form of proxy.

In addition, a stockholder who wishes to present a proposal at the annual meeting of stockholders to be held
in 2008 must deliver the proposal to the Company so that it is received on or after January 3, 2008 and not later
than February 2, 2008 in order to be considered at that annual meeting. The Company’s By-laws provide that any
stockholder of record wishing to have a stockholder proposal considered at an annual meeting must provide
written notice of such proposal and appropriate supporting documentation, as set forth in the By-laws, to the
Company at its principal executive office not less than 90 days nor more than 120 days prior to the first
anniversary of the date of the preceding year’s annual meeting. In the event, however, that the annual meeting is
scheduled to be held more than 30 days before such anniversary date or more than 60 days after such anniversary
date, notice must be so delivered not earlier than the close of business on the 120% day prior to such annual
meeting and not later than the close of business on the later of the 90t day prior to such annual meeting or the
10th day after the date of public disclosure of the date of such meeting is first made. Proxies solicited by the
Board of Directors will confer discretionary voting authority with respect to these proposals, subject 10 SEC rules
governing the exercise of this authority. :
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Any stockholder proposals should be mailed to: Secretary. CIRCOR Intematnona] Inc 25 Corporate Drive,

Burlington, MA 01803 )
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COMPLIANCE WITH SECTION 16(a) OF T}Iﬁ" o
SECURITIES EXCHANGE ACT OF 1934 _ -

,
. Lo u,

Section lé(a) of. the Secuntles ‘Exchange Act “of 1934 requires the Company 5 ofﬁcers and directors, and
persons who own more than ;10% of the Company’s outstandmg shares of Common Stock (collectively, “Section
16 Persons™), to file initial reports of ownership and reports of changes in ownership with the Securities and

Exchange Commnssmn and |

the NYSE. Section 16 Persons are requlrecl by SEC regulations to furnish the

Company wuh coplcs of all Section 16(a) forms they ﬁle

Based solely on its revnew of the copies of such forms recewed by it, or written representatlons from certain
Section 16 Persons that no 'Sectlon 16(a) reports were required for such persons, the Company believes that
during Fiscal 2006, the Section 16 Persons ,complied with all. Sectxon i6(a) filing requirements applicable to

them. |
|

:
t
Lo

The Boarld of Directors
will be presented for action

accordance wnth the best Judément of the proxy holders.”’

WHE THER OR NOT

e ; - . - ™
oy '

OTHER MA’I'I‘ERS

- ~ -

M
does not know of any matters other than those descnbed in this Proxy Statement that
at the Annual Meeting. If other’ matters are duly presented proxles will be voted in

L - ; E

YOU PLAN TO ATTEND THE ANNUAL MEETING IN PERSON YOU ARE

REQUESTED TO COMPLETE, DATE, SIGN AND RETURN THE ENCLOSED PROXY CARD IN THE
ENCLOSED ENVELOPE WHICH REQUIRES NO POSTAGE IF MAILED IN THE UNITED STATES.
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Directions to Circle Seal Controls, Inc.
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.
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Please date, sign and mail
your proxy card in the
envelope provided as soon
as possible.

ANNUAL MEETING OF STOCKHOLDERS OF s

CIRCOR INTERNATIONAL, INC." -

Wednesday, May 2, 2007

* Please detach along perforated line and mail in the envelope provided.+

PLEASE SIGN, DATE AND RETURN PROMPTLY IN THE ENCLOSED ENVELDPE. PLEASE MARK YOUR VOTE IN BLUE OR BLACK INK AS SHOWN HERE E

1. To elect two Class Il Directors, each to hold office for a 3-year term until
the Annual Meeting of Stockholders in 2010 and until such directors
surceessor is duly elected ‘and qualified.

NOMINEES:
D FOR ALL NOMINEES O Jerome D. Brady
O Dewain K, Cross

“WITHHOLD AUTHORITY
FOR ALL NOMINEES

FOR ALL EXCEPT
(Ses instructions below)

INSTRUCTION: To withhold authority 1o vote for any individual nominee(s), mark “FOR ALL EXCEPT™
N andfﬂhmedrdenextbeachnommyouwishbmmhold as shown here: @@

1

To change the address on your,account, pleasa check the box at right and
indicate your new address in the address space above. Please nots that
changes to the registered name(s) on the account may not be submitted via

FOR AGAINST ABSTAIN

2. To ratlfy the selection of Grant Thornton LLP as the ] [] D
Company's independent -auditors for the fiscal year ending
December 31, 2007

The unders1gned hereby revokes any proxy previously given in connection

with such meeting and acknowledges receipt of the Notice of Annual

Meeting and Proxy Statement for the aforesaid meeling and the 2006
Annual Report to Stockholders.

This proxy when properly executed will be voted in the mannor directed
herein by the undersigned stockholder. If no Instruction Is indicated with
respect to items 1 and 2, the undersigned’s votes will be cast in favor of
items 1 and 2.

Please check here if you plan to attend the meeting. D .

this method.
| | i Date: [

Signature of Stockhgider

Nots: Pleasa sign exaclly as your nama of names appear on this Proxy, WWnen shares are held jointy,
ullo as such, llmmlsaoorpmauon #ammMmmainnmbyMauﬂmadoﬁmrmmweasm If signer is a parinership, plaasusmmpamersnpnama by authorized person. - '

each holder should sign.  When sigring as trustee or guardian, please give lul

ISIgmam of Stockholder [ IDE“B | I




CIRCOR INTERNATIONAL, INC.
25 Corporate Drive, Suite 130, Burlington, MA 01803

Proxy for Common Stock
THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS

The undersigned hereby appoints Kenneth W. Smith and Alan J. Glass as proxies, each of
them acting solely, with power of substitution and with all powers the undersigned would possess
if personally present, to represent and vote, as designated on the reverse side, all the shares of
Common Stock of CIRCOR International, Inc. which the undersigned is entitled to vote at the
Annual Meeting of Stockholders of CIRCOR International, Inc. to be held at the offices of the
Company's subsidiary, Circle Seal Controls, Inc., 2301 Wardlow Circle, Corona, California,
Wednesday, May 2, 2007 at 1:00 p.m. local time (4:00 p.m. Eastern Time), and at any
adjournment(s) or postponement(s) thereof, upon the matters set forth on the reverse side hereof and
described in the Notice of Annual Meeting of Stockholders and accompanying Proxy Statement.

(Continued and to be signed on the reverse side)
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WRLDIDE OPERA

|
Circor International, inc.
25 Corporate Drive, Suite 130
Burlington, MA 01803-4238
Tel » 781.270.1200
Fax. 781.270.1299
wwWw.circor.com

Aerodyne Controls, Inc.

30 Haynes Court
Ronkonkoma, NY 11779
Tel? $31.737.1900

Fax. 631.737.1912
www.aerodyne-controls.com

Carabridge Fluid Systems, Ltd.
12 Trafalgar.Way, Bar Hill
Carnbridge, CB3 850 UK
Tel. 44.0.1954.786800
Fax, 440.1954.786818
www.cambridge-fluid.com

Circle Seal Controls, Inc.
Atkomatic Valve

U.S. ParaPlate

2301 Wardlow Circle
Corona, CA 92880

Tel - 951.270.6200

Fax 951.270.6201
www.circle-seal.com
www.uspardplate.com

Circor Instrﬁmcntatiun Ltd.
Crowley Road, Uxbridge
Middlesex, England, UBS 2AF
Tel, 44.0.20.84230113

Fax 44.0.20.84235933
www.circor.co.uk

Dovianus BY
Leeuwenhockweq 24

2661 CZ Bergschenhoek
Netherlands

Tel 011.31.10.420.601
Fax 011.31.10.456.6774
www.dopak.com

IONSIANDIOEEICES

Hale Hamilton Valves, Ltd.

Frays Mill Works, Cowliey Road
Uxbridge, UBB 2AF, Middlesex

England, UK

Tel 44.0.1895.236525
Fax 44.0.1895.231407
www.halehamilton.com

Hoke, Inc.

GO Regulator

Tomco Products

405 Centura Court
Spartanburg, SC 29303
Tel B864.574.7966

Fax B864.587.5608
www.hoke.com
www.goreg.com

www.tomcoquickcouplers.com

Hoke GmbH
Weitzenweg 11

61118 Bad Vilbel Dortelweil

Germany
Tel 011.49.61.0182560

Fax 011.49.06101/8256-40

Industria S.A.S.

28, avenue Clara-BP 10
F-94420 Le Plessis-Trevise
France

Tel 011.33.14576.5378
Fax 011.33.14576.4744
www.industria.fr

Leslie Controls, Inc.
CPC-Cryolab

12501 Telecomn Brive
Tampa, FL 33637-0906
Tel 813.978.1000

Fax 813.978.0984
www.lesliecontrols.com
www.cpe-cryolab.com

Loud Engineering and
Manufacturing, Inc.
1055 East Francis Street
Ontario, CA91761

Tel 909.947.1313

Fax 909.947.0532
www.loudeng.com

Regeltechnik
Kornwestheim GmbH
Max-Planck-Strae 3
70806 Karnwestheim
Germany

Tel 011.49.7154,13.140
Fax 011.49.7154.13.1431
www.rtk.de

Spence Engineering Ca., Inc.
Nicholson Steam Trap
Spence Strainers
Rockwood-Swendeman

150 Coldenham Road

Walden, NY 12586

Tel 845.778.5566

Fax 845.778.1072
www.spenceengineering.com
www.nicholsonsteamtrap.com
www.spencestrainers.com
www.rockwoodswendeman.com

Texas Sampling, Inc.
3706 Rio Grande
Victoria, TX 77901

Tel 361.575.8087

Fax 361.575.8157
www.texassampling.com

Circor Energy Products, Inc.

Hydroseal Valve

Mallard Control

1500 S.E. 89th Street
QOklahoma City, OK 73149
Tel 405.631.1533

Fax 405.631.5034
WWW.CIFCOrenergy.com
www.hydroseal.com
www.mallardcontrol.com

Circor Energy Products
Canada ULC

9430-39th Avenue
Edmonton, Alberta TGE 5T3
Canada

Tel 780.463.8633

Fax 780.461.1588
www.telford.ca

Pibiviesse Srl

Via Bergamina, 24

20014 Nerviano (M1) Italy
Tel 011.390.331.408711

Fax 011.320.331.408800
www.pibiviesse.it

Sagebrush Pipeline
Equipment Company, Inc.
8100 New Sapulpa Road
Sapulpa, OK 74067

Tel 918.227.4600

Fax 918.224.8452
www.sagepipe.com

Suzhou KF Valve Co., Ltd.
Suzhou Industry Park

PRC, 215006

Tel 011.86.512.62516100
Fax 011.86.512.62513119




CIRCOR

Circor International, Inc.
25 Corporate Drive, Suite 130
Burlington, MA 01803-4238

Tel 781.270.1200
Fax 781.270.1299

www.circor.com




